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MEMORANDUM  FOR  UNDER  SECRETARY  OF  DEFENSE  (COMPTROLLER) 

AND  CHIEF  FINANCIAL  OFFICER 
DIRECTOR,  DEFENSE  FINANCE  AND  ACCOUNTING 
SERVICE 

SUBJECT:  Audit  Report  on  Internal  Controls  and  Compliance  With  Laws  and 
Regulations  for  the  Defense  Business  Operations  Fund  Consolidated 
Financial  Statements  for  FY  1996  (Report  No.  97-178) 


We  are  providing  this  report  for  your  information  and  use.  Financial  statement 
audits  are  required  by  the  Chief  Financial  Officers  Act  of  1990,  as  amended  by  the 
Federal  Financial  Management  Act  of  1994,  Office  of  Management  and  Budget 
Bulletin  No.  93-06,  "Audit  Requirements  for  Federal  Financial  Statements," 

Januaiy  8,  1993,  requires  the  Inspector  General,  DoD,  to  render  an  opinion  on  the 
financial  statements  and  report  on  the  adequacy  of  internal  controls  and  compliance 
with  laws  and  regulations.  We  will  issue  a  separate  report  detailing  the  major 
deficiencies  of  the  Defense  Business  Operations  Fund  and  explaining  the  DoD  progress 
in  correcting  the  fundamental  problems  in  the  internal  control  structure. 

We  were  unable  to  render  an  opinion  on  the  Defense  Business  Operations  Fund 
Consolidated  Financial  Statements  because  the  lack  of  a  sound  internal  control  structure 
and  significant  deficiencies  in  the  Fund's  accounting  systems  prevented  the  preparation 
of  accurate  financial  statements.  Our  opinion  and  the  financial  statements  are  included 
in  Appendix  C.  Part  I  of  this  report  discusses  material  weaknesses  in  internal  controls 
and  noncompliance  with  laws  and  regulations.  Part  II  of  this  report  contains  relevant 
appendixes  for  management  use. 

We  appreciate  the  courtesies  extended  to  the  audit  staff.  Questions  on  the  audit 
should  be  directed  to  Mr.  David  F.  Vincent,  Audit  Program  Director,  at 
(703)  604-9110  (DSN  664-9110),  or  Mr.  John  M.  Seeba,  Audit  Project  Manager,  at 
(703)  604-9134  (DSN  664-9134).  See  Appendix  G  for  the  report  distribution.  The 
audit  team  members  are  listed  inside  the  back  cover. 

David  K.  Steensma 
Deputy  Assistant  Inspector  General 
for  Auditing 
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Executive  Summary 


Introduction.  The  Chief  Financial  Officers  Act  of  1990,  as  amended  by  the  Federal 
Financial  Management  Act  of  1994,  requires  an  annual  audit  of  the  financial  statements 
of  the  Defense  Business  (^rations  Fund.  The  Defense  Business  Operations  Fund  was 
established  as  a  revolving  fund  in  FY  1992  and  consists  of  business  areas  such  as 
Supply  Management,  Depot  Maintenance,  and  Transportation.  The  Defense  Business 
Operations  Fund  Consolidated  Financial  Statements  for  FY  1996  reported  total  assets 
of  $92.2  billion  and  total  revenues  and  financing  sources  of  $73.7  billion. 

The  Defense  Business  Operations  Fund  Corporate  Board  and  the  Office  of  the  Under 
Secretary  of  Defense  (Comptroller)  were  responsible  for  oversight  of  the  Defense 
Business  Operations  Fund,  while  the  Military  Departments  and  Defense  agencies  were 
responsible  for  the  day-to-day  management  and  operational  responsibilities. 

In  December  1996,  the  Under  Secretary  of  Defense  (Comptroller)  announced  that  Ae 
existing  Defense  Business  Operations  Fund  would  be  eliminated  and  separate  working 
capital  funds  would  be  established.  Under  the  working  capital  fund  concept,  each  of 
the  Components  will  be  responsible  for  managing  the  functional  and  financial  aspects  of 
their  support  functions  and  activities  and  should  retain  their  individuality  in  managing 
operations.  This  restructuring  does  not  materially  affect  the  issues  raised  in  this  report. 

Audit  Objectives.  The  primary  audit  objective  was  to  determine  whether  the  FY  1996 
Defense  Business  Operations  Fund  Consolidated  Financial  Statements  were  presented 
fairly  in  accordance  with  Office  of  Management  and  Budget  Bulletin  No.  94-01,  "Form 
and  Content  of  Agency  Financial  Statements,"  November  16,  1993.  In  addition,  we 
determined  whether  controls  were  adequate  to  ensure  that  the  consolidated  financial 
statements  were  free  of  material  error.  We  also  assessed  compliance  with  laws  and 
regulations  for  transactions  and  events  that  have  a  direct  and  material  effect  on  the 
financial  statements.  Additionally,  we  followed  up  on  conditions  noted  in  previous 
audits  of  the  Defense  Business  Operations  Fund  financial  statements. 

Disclaimer  of  Opinion.  We  were  unable  to  render  an  opinion  on  the  Defense  Business 
Operations  Fund  Consolidated  Financial  Statements  as  of  September  30,  1996.  Our 
opinion  was  included  in  the  published  financial  statements  transmitted  by  the  Under 
Secretary  of  Defense  (Comptroller)  to  the  Office  of  Management  and  Budget.  See 
Appendix  C  for  the  financial  statements  and  auditor  opinion. 

Internal  Controls.  As  reported  in  previous  Defense  Business  Operations  Fund  reports 
and  acknowledged  in  the  Under  Secretary  of  Defense  (Comptroller)  management 
representation  letter,  a  sound  internal  control  structure  has  not  been  established.  Until 
a  sound  internal  control  structure  is  in  place,  material  internal  control  weaknesses  will 


continue  to  hamper  the  Defense  Business  Operations  Fund's  financial  systems. 
Material  internal  control  weaknesses  identified  in  previous  Defense  Business  Operations 
Fund  reports,  such  as  inadequate  accounting  systems  and  lack  of  policy  and  procedures, 
still  exist.  We  were  unable  to  use  other  audit  tests  and  procedures  to  determine 
whether  the  account  balances  were  fairly  presented.  Part  I.  A.  contains  our  report  on 
internal  controls. 

Compliance  With  Laws  and  Regulations.  Although  progress  has  been  made, 
noncompliance  with  laws  and  regulations  continues  to  materially  affect  the  reliability  of 
the  consolidated  Defense  Business  Operations  Fund  financial  statements.  Financial 
statements  do  not  accurately  disclose  the  financial  position  of  Defense  Business 
Operations  Fund  organizations.  Noncompliance  with  DoD  7000. 14-R,  "DoD  Financial 
Management  Regulation,"  was  identified  in  areas  such  as  property,  plant,  and 
equipment;  accounts  payable;  depreciation;  and  revenue  recognition.  We  could  not 
determine  the  range  and  magnitude  of  noncompliance  with  fiscal  statutes.  I.B. 
contains  our  report  on  compliance  with  laws  and  regulations.  Appendix  D  lists  the 
laws  and  regulations  tested. 

Summary  of  Recommendations.  The  supporting  Military  Department  audit 
organizations  made  specific  recommendations.  Refer  to  Appendix  A  for  a  listing  of 
their  reports. 

Related  Reports.  We  will  issue  a  separate  report  on  the  major  deficiencies  of  the 
Defense  Business  Operations  Fund,  highlighting  DoD  progress  in  correcting  the 
fundamental  problems  in  the  internal  control  structure. 
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Part  I  -  Audit  Results 


Audit  Results 


Audit  Background 


The  Chief  Financial  Officers  Act,  as  amended,  requires  an  annual  audit  of 
financial  statements  for  revolving  funds  such  as  the  Defense  Business  Operations 
Fund  (DBOF).  Preparation  of  the  financial  statements  is  the  responsibility  of 
the  Defense  Finance  and  Accounting  Service  (DFAS).  The  DoD  Components 
and  DFAS  are  jointly  responsible  for  the  information  in  the  statements.  Our 
responsibility  is  to  render  an  opinion  on  those  statements  based  on  our  audit. 
Appendix  A  discusses  scope  and  methodology,  auditing  standards,  and 
accounting  principles  applicable  to  this  audit.  Appendix  A  also  discusses  the 
Overview  to  the  DBOF  FY  1996  financial  statements  and  assistance  from  the 
Military  Department  audit  organizations. 

Disclaimer  of  Opinion.  We  were  unable  to  render  an  opinion  on  the  FY  1996 
DBOF  Consolidated  Financial  Statements.  See  Appendix  C  for  the  Financial 
Statements  and  Auditor  Opinion. 

Related  Reports.  We  plan  to  issue  a  separate  report  focusing  on  the  major 
deficiencies  of  the  DBOF.  That  report  will  discuss  the  major  obstacles  in  the 
development  and  use  of  DBOF  financial  statements.  We  will  also  highlight 
DoD  progress  in  correcting  fundamental  problems  in  the  DBOF  internal  control 
structure. 

DBOF  History.  Congress  created  the  DBOF  on  October  1,  1991,  by 
combining  the  DoD-  and  Service-owned  revolving  funds  that  were  previously 
called  the  stock  and  industrial  funds.  Subsequently,  the  DFAS,  the  Defense 
Information  Systems  Agency,  the  Defense  Commiss^  Agency,  the  Defense 
Technical  Information  Center,  the  U.S.  Transportation  Command,  the  Joint 
Logistics  Systems  Center,  and  a  Defense  Logistics  Agency  (DLA)  function  (the 
Defense  Reutilization  and  Marketing  Service)  were  added  to  the  DBOF. 
Appendix  E  shows  the  reporting  structure  for  the  DBOF. 

In  December  1996,  the  Under  Secretary  of  Defense  (Comptroller)  (USD[C]) 
announced  that  the  existing  DBOF  would  be  eliminated  and  separate  working 
capital  funds  would  be  established.  Under  the  working  capital  fund  concept, 
each  Component  will  be  responsible  for  managing  the  functional  and  financial 
aspects  of  their  support  functions  and  activities  and  will  retain  their  individuality 
in  managing  operations.  To  clearly  reflect  each  Component’s  responsibility  for 
the  functions  within  their  working  capital  fund,  individual  program  and  financial 
statements  will  be  presented  for  each  working  capital  fund,  and  there  will  be  no 
Department-wide  budget  authorization  for  a  consolidated  working  capital  fund. 
To  accommodate  the  conversion  to  working  capital  funds  and  to  retain  the 
benefits  resulting  from  the  actions  of  the  DBOF  Corporate  Board,  the  Board 
will  be  rechartered  as  the  Working  Capital  Funds  Policy  Board.  This 
restructuring  does  not  materially  affect  the  issues  raised  in  this  report. 


2 


Audit  Results 


Audit  Objectives 


Our  overall  objective  was  to  determine  whether  the  FY  1996  DBOF 
Consolidated  Financial  Statements  were  presented  fairly  in  accordance  with 
Office  of  Management  and  Budget  (0MB)  Bulletin  No.  94-01,  "Form  and 
Content  of  Agency  Financial  Statements,"  November  16,  1993.  Additional 
objectives  were  to  evaluate  internal  controls  and  compliance  with  applicable 
laws  and  regulations  and  to  follow  up  on  conditions  noted  in  previous  audits  of 
the  DBOF  financial  statements.  Part  LA.  contains  our  report  on  internal 
controls.  Part  LB.  contains  our  report  on  compliance  with  laws  and 
regulations.  Appendix  A  provides  the  scope  and  methodology,  auditing 
standards,  and  accounting  principles.  Appendix  B  provides  a  summary  of  prior 
audit  coverage. 
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Part  I.  A.  -  Review  of  Internal  Control 
Structure 


Review  of  Internal  Control  Structure 


Introduction 


Audit  Responsibilities.  Our  audit  objective  was  to  determine  whether  controls 
over  transactions  supporting  the  accounts  in  the  FY  1996  DBOF  Statement  of 
Financial  Position  and  the  Statement  of  Operations  were  adequate  to  ensure  that 
the  accounts  were  free  of  material  error.  In  planning  and  performing  our  audit 
of  the  DBOF  accounts  for  the  year  ended  September  30,  1996,  we  evaluated  the 
internal  control  structure.  We  performed  this  evaluation  to; 

■  determine  the  auditing  procedures  necessary  to  express  an  opinion  on 
the  financial  statements;  and 

■  determine  whether  an  internal  control  structure  had  been  established. 

That  determination  included  obtaining  an  understanding  of  the  internal  control 
policies  and  procedures,  as  well  as  assessing  the  level  of  control  risk  relevant  to 
dl  significant  cycles,  classes  of  transactions,  and  account  balances.  For  those 
significant  control  policies  and  procedures  that  had  been  properly  designed  and 
placed  in  operation,  we  performed  sufficient  tests  to  provide  reasonable 
assurance  that  the  controls  were  effective  and  working  as  designed.  For  areas 
where  internal  controls  were  determined  to  be  weak,  we  attempted  to  perform 
tests  to  determine  the  level  of  assurance  that  could  be  placed  on  those  controls. 
The  lack  of  an  adequate  internal  control  structure  resulted  in  a  disclaimer  of 
opinion  on  the  consolidated  financial  statements. 

Management  Responsibilities.  DBOF  management  was  responsible  for 
establishing  and  maintaining  an  internal  control  structure.  In  fulfilling  that 
responsibility,  management  was  required  to  make  estimates  and  judgments  to 
assess  the  expected  benefits  and  related  costs  of  internal  control  policies  and 
procedures.  The  Office  of  the  USD(C)  and  the  Corporate  Board  set  overall 
policy  for  the  DBOF,  and  the  Military  Departments  and  Defense  agencies  were 
responsible  for  management  and  operations.  We  reviewed  the  internal  control 
structure  to  render  an  opinion  on  the  financial  statements.  An  internal  control 
structure  should  provide  management  with  reasonable  but  not  absolute  assurance 
that: 


■  transactions  are  properly  recorded  and  accounted  for  to  permit  the 
preparation  of  reliable  financial  statements  and  to  maintain  accountability  over 
assets; 


■  funds,  property,  and  other  assets  are  safeguarded  against  waste,  loss, 
unauthorized  use,  and  misappropriation; 

■  transactions  that  could  have  a  direct  and  material  effect  on  the 
consolidating  statements,  including  those  related  to  obligations  and  costs,  are 
executed  in  compliance  with  laws  and  regulations  directly  related  to  the 
statements  and  with  any  other  laws  and  regulations  that  the  0MB, 
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entity  management,  or  the  Inspector  General  (IG),  DoD,  have  identified  as 
being  significant  and  for  which  compliance  can  be  objectively  measured  and 
evaluated; 

■  data  that  support  reported  performance  measures  are  properly 
recorded  and  accounted  for  to  permit  preparation  of  reliable  and  complete 
performance  information;  and 

■  questions  are  answered  concerning  the  existence  of  performance 
measures  and  their  adequacy. 

Internal  Control  Structure.  The  three  elements  of  the  control  structure  are  the 
control  environment,  accounting  and  related  systems,  and  control  procedures. 
The  control  environment  is  the  collective  effort  of  various  factors  on 
establishing,  enhancing,  or  mitigating  the  effectiveness  of  specific  policies  and 
procedures.  Such  factors  include  management's  philosophy  and  operating  style, 
the  entity's  organizational  structure,  and  personnel  policies  and  practices.  The 
control  environment  reflects  the  overall  attitude,  awareness,  ^d  actions  of 
management  concerning  the  importance  of  control  and  emphasis  placed  on  it 
within  the  entity.  Accounting  and  related  systems  are  the  methods  and  records 
established  to  identify,  assemble,  analyze,  classify,  record,  and  report  on  the 
entity's  transactions  and  to  maintain  accountability  for  the  related  assets  and 
liabilities.  Control  procedures  are  the  policies  and  procedures,  in  addition  to  the 
control  environment  and  accounting  and  related  systems,  that  management  has 
established  to  provide  reasonable  assurance  specific  objectives  will  be  achieved. 


Reportable  Conditions 

We  attempted  to  examine  the  internal  control  structure  of  the  DBOF  for  the  year 
ending  September  30,  1996.  Our  review  of  DBOF  internal  controls  disclosed 
material  internal  control  weaknesses  as  defined  by  DoD  Directive  5010.38,* 
"Internal  Management  Control  Program,"  April  14,  1987.  We  also  identified 
conditions  that  we  considered  to  be  reportable  under  0MB  Bulletin  No.  93-06, 
"Audit  Requirements  for  Federal  Financial  Statements,"  January  8,  1993. 
Reportable  conditions  are  matters  coming  to  our  attention  relating  to  significant 
deficiencies  in  the  design  or  operation  of  the  internal  control  structure  that,  in 
our  judgment,  could  adversely  affect  the  organization's  ability  to  effectively 
control  and  manage  its  resources  and  to  ensure  reliable  and  accurate  financial 
information  for  use  in  managing  and  evaluating  operational  performance.  A 
material  weakness  is  a  reportable  condition  in  which  the  design  or  operation  of 
the  internal  control  structure  does  not  reduce  to  a  relatively  low  level  the  risk 
that  errors  or  irregularities  could  occur.  Such  errors  or  irregularities  would 
occur  to  an  extent  that  would  be  material  to  the  statements  being  audited,  or 


*DoD  Directive  5010.38  has  been  revised  as  "Management  Control 
Program,"  August  26,  1996.  The  audit  was  performed  under  the  April  1987 
version  of  the  directive. 
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material  to  a  performance  measure  or  aggregation  of  related  performance 
measures,  and  would  not  be  detected  in  a  timely  manner  by  employees  in  the 
normal  course  of  performing  their  functions. 

Overall  Conditions  Noted.  Internal  controls  for  the  DBOF  were  not  ad^uate. 
Material  internal  control  weaknesses  existed  in  each  of  the  areas  reviewed. 
Internal  controls  in  areas  not  reviewed  should  not  be  considered  adequate  until 
tests  can  be  performed  to  determine  whether  those  controls  are  established  and 
working.  Because  of  inadequacies  in  the  internal  control  structure,  we  could 
not  determine  whether  the  amounts  reflected  all  errors;  therefore,  we  could  not 
determine  an  account  balance  that  was  fair  and  reasonable. 

Table  1  summarizes  the  major  internal  control  deficiencies  and  the 
corresponding  impact  (if  any)  on  the  FY  1996  DBOF  Consolidated  Financial 
Statements. 

Adjusting  Entries.  Internal  controls  over  adjusting  journal  entries  at  the  DFAS 
Denver  Center  were  not  adequate.  The  DFAS  Denver  Center  made  124 
adjustments  for  Air  Force,  U.S.  Transportation  Command,  and  Joint  Logistics 
Systems  Center  financial  data  totaling  $227.3  billion.  For  111  of  those 
adjustments,  valued  at  $217.5  billion,  the  DFAS  Denver  Center  made 
adjustments  without  supporting  documentation.  In  addition,  adequate  written 
explanation  of  why  the  adjustment  was  made  was  not  provided  for  90  of  the 
adjustments.  These  conditions  occurred  because  the  DFAS  Denver  Center  did 
not  have  adequate  management  controls  over  the  processing  of  adjusting  journal 
entries.  In  addition,  DFAS  had  not  provided  ad^uate  written  guidance  for 
preparing  adjusting  journal  entries.  A  complete  discussion  of  the  deficiencies 
noted  at  the  DFAS  Denver  Center  will  be  presented  in  a  future  IG,  DoD,  audit 
report. 

Air  Force  Cash  Management.  The  Air  Force  did  not  possess  adequate  internal 
accounting  controls  over  DBOF  cash  transactions.  During  FY  1996,  cost 
accountants  did  not  record  $13.2  billion  in  collections  and  $13.5  billion  in 
disbursements  in  the  period  the  transactions  occurred.  The  Air  Force  and  other 
DoD  disbursing  officers  disbursed  $13.5  billion  without  determining  the 
availability  of  cash  at  the  U.S.  Treasury,  as  required  by  public  law.  These 
conditions  occurred  because  the  DoD  cash  systems  allowed  outside  entities  to 
access  Air  Force  DBOF  cash  without  Air  Force  approval.  Furthermore,  the 
cash  systems  lacked  a  real-time  capability  to  report  transactions  and  determine 
the  fund  balance  at  Treasury. 

Property,  Plant,  and  Equipment  (PP&E).  We  could  not  validate  the 
accuracy  of  the  $11.9  billion  PP&E  consolidated  DBOF  balance  for  FY  1996. 
This  occurred  because  the  Army  and  the  Air  Force  could  not  produce  reliable 
universe  data  for  $2  billion  of  PP&E  assets.  This  was  a  material  portion  of  the 
consolidated  balance  that  limited  the  scope  of  the  audit  and  prevented  us  from 
assessing  the  accuracy  of  the  PP&E  value  reported  on  the  consolidated  financial 
statements. 
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Table  1.  Summary  of  Major  Internal  Control  Deficiencies  for  the 

FY  1^6  DBOF  Consolidated  Financial  Statements 

Issue 

Impact 

Adjusting  Entries 

113  of  123  adjusting  vouchers,  valued  at  $226  billion,  were 
not  supported  or  approved. 

Cash  Management 

Air  Force  did  not  record  collections  of  $13.2  billion  and 
disbursements  of  $13.5  billion  in  the  period  the  transactions 
occurred. 

PP&E 

$11.9  billion  consolidated  balance  could  not  be  validated. 

$3.6  billion  of  equipment-in-use  was  materially  misstated. 

Expenses 

$4.7  billion  of  prior-year  expenses  were  included  in  the 
current-year  Cost  of  Goods  Sold  calculation. 

Inventory 

Purchases  were  overstated  by  $763.6  million. 

Inventory  at  Repair  Contractors  was  overstated  by  $711 
million. 

Accounting  Periods 

$257.7  million  was  recorded  in  general  ledger  accounts  during 
the  wrong  accounting  periods. 

Materiel  Returns 

$167.2  million  were  invalid  or  questionable. 

Previously  Reported 
Recommendations 

Policy  and  guidance  has  not  been  issued  for  Air  Force  activity 
level  capital  assets. 

Controls  were  not  established  to  ensure  accuracy  and 
completeness  of  PP&E. 

Air  Force  has  not  developed  and  implemented  cash 
management  training. 

$1.2  billion  adjustment  to  Accumulative  Operating  Results 
was  not  made. 

Note:  This  table  combines  the  results  of  our  review  of  several  DBOF  organizations.  The 
table  summarizes  the  high-dollar  deficiencies  identified  in  various  accounts.  All  accounts 
were  not  tested  at  all  organizations. 

A  statistical  sample  showed  that  $3.6  billion  of  the  equipment-in-use  account 
was  materially  misstated.  Specifically,  the  sample  results  indicated  that 
$274.6  million  of  assets  recorded  could  not  be  located  and  $555.2  million  of  the 
equipment  could  not  be  verified  by  supporting  documentation.  These  conditions 
occurred  because  the  DBOF  organizations  did  not  reconcile  equipment  property 
records  to  their  accounting  and  financial  reporting  records  and  did  not  maintain 
required  supporting  documentation  on  equipment  valuations. 

Expenses.  Prior-year  expenses  of  $4.7  billion  were  included  in  the  calculation 
of  Cost  of  Goods  Sold  on  the  FY  1996  Air  Force  Supply  Management  Business 
Area  Statement  of  Operations  by  the  DFAS  Denver  Center.  This  occurred 
because  in  preparing  the  FY  1996  financial  statements,  the  DFAS  Denver 
Center  erroneously  crosswalked  $4.7  billion  in  Air  Force  general  ledger  account 
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code  341,15,  Prior  Period  Adjustments,  to  DoD  Standard  general  accountcode 
7291.3,  Inventory  Losses  or  Adjustments,  for  the  current  year.  This  issue  has 
been  corrected  since  we  brought  it  to  the  attention  of  the  DFAS  Denver  Center, 

Accounting  Systems.  The  FY  1996  management  representation  letter  by  the 
Under  Secretary  of  Defense  (Comptroller)  candidly  stated  that  the  DoD 
accounting  systems  do  not  provide  consistent  financial  reporting  or  comparable 
information  regarding  the  DBOF  operations.  During  the  FY  1996  DBOF  audit, 
several  issues  pertaining  to  accounting  systems  were  reported,  as  described  in 
the  following  paragraphs. 

Inventory.  Air  Force  depot  accounting  and  logistics  systems  did  not 
have  adequate  edit  controls  to  correctly  record  purchases  and  nonpurchase 
receipt  transactions  into  the  Supply  Management  Business  Area  gener^  ledger 
accounts.  Also,  information  from  depot  logistics  systems  did  not  contain 
sufficient  contract  information  to  correctly  classify  purchase  transactions. 
Consequently,  the  depot  accounting  system  accepted  nonpurchase  receipt 
transactions  that  overstated  the  Purchases  at  Standard  Account  by 
$763.6  million  and  misclassified  receipt  from  repair  transactions,  which 
overstated  the  Inventory  at  Repair  Contractors  account  by  $711  million.  An 
overstatement  of  Purchases  at  Standard  can  cause  a  decrease  in  repairable  item 
procurement  budget  authority  and  lead  to  shortages  of  needed  spare  items. 

Accounting  Periods.  Accountants  recorded  transactions  in  the  wrong 
accounting  period.  This  condition  occurred  because  the  Air  Force  Government 
Furnished  Material  and  End  Item  Transaction  Reporting  System  did  not  provide 
contractor  on-line  capability  and  real-time  visibility  to  prevent  erroneous 
transactions  from  being  input.  As  a  result,  accounting  personnel  recorded 
transactions  totaling  $257.7  million  into  the  general  ledger  operating  materials 
and  supplies  accounts  during  the  wrong  accounting  period.  These  misstatements 
affected  Depot  Maintenance  Business  Area  actual  operating  results,  unit  repair 
costs,  end  item  sales  prices,  and  budgets  for  reimbursement  of  costs  to  the 
business  area.  During  the  audit,  the  System  Functional  Review  Board  submitted 
a  Computer  System  Requirement  Document  to  redesign  the  system  to  provide 
contractor  on-line  capability  with  real-time  response  to  contractor  inputs. 

Materiel  Returns.  Materiel  return  transactions  were  not  accurately  reflected  in 
accounting  records  and  financial  statements.  The  Army  Audit  Agency 
concluded  that  organizations  had  aged  materiel  return  transactions  valued  at 
$167.2  million  that  were  invalid  or  questionable.  This  condition  occurred 
because  no  coordinated  effort  existed  between  logistical  and  financial  activities 
to  assure  that  the  transactions  making  up  the  account  balances  for  materiel 
returns  were  accurate. 

Review  of  Previously  Reported  Weaknesses.  The  DoD  audit  community  (IG, 
DoD,  and  the  Military  Department  audit  agencies)  has  been  auditing  the  DBOF 
since  FY  1992.  Although  progress  has  been  made,  recurring  deficiencies  have 
been  identified.  In  the  FY  1996  DBOF  audit,  followup  work  was  performed  on 
some  of  the  previously  reported  weaknesses  to  determine  whether  corrective 
action  was  initiated  or  has  been  taken  and  whether  the  condition  still  exists. 
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The  following  is  a  summary  of  previously  reported  weaknesses.  Not  all 
previously  reported  weaknesses  were  reviewed  during  the  FY  1996  DBOF 
audit. 


DLA  Property,  Plant,  and  Equipment.  The  DLA  financial  reporting 
of  PP&E  contained  material  inaccuracies,  lack  of  adequate  procedures,  controls, 
and  accounting  systems.  DLA  has  made  significant  progress  toward  correcting 
problems  identified  in  prior  audits  on  reporting  PP&E  on  the  financial 
statements.  However,  three  major  DLA  organizations  reviewed  did  not 
accurately  record  all  PP&E  assets  in  their  financial  records.  As  a  result,  DLA 
could  not  produce  reliable  financial  data.  This  condition  occurred  because  the 
DLA  organizations  had  not: 

■  allocated  sufficient  resources  to  perform  directed  inventories  to 
identify  all  PP&E  assets; 

■  complied  with  DoD  reporting  policy  that  requires  DBOF 
organizations  to  report  their  real  property  facilities  used  in  operations;  and 

■  established  the  necessary  procedures  to  ensure  that  accurate 
and  reliable  financial  information  was  entered  in  the  Defense  Property  and 
Accountability  System. 

DLA  has  taken  corrective  action  by  issuing,  "Financial  Recording  of  Capital 
Assets,"  October  17,  1994.  This  guidance  requires  DLA  organizations  to 
develop  a  complete  listing  of  all  capital  assets  by  performing  a  complete 
inventory  and  entering  the  results  into  financial  records.  After  this  information 
was  collected,  DLA  reconciled  financial  data  at  some  of  the  reporting 
organizations  to  validate  its  accuracy.  As  a  result  of  these  efforts,  the  value  of 
the  reported  PP&E  significantly  improved.  Reported  PP&E  values  increased 
from  $319  million  on  the  FY  1993  DLA  Statement  of  Financial  Position  to 
$1.6  billion  on  the  FY  1995  DLA  Statement  of  Financial  Position. 

Air  Mobility  Command  Property,  Plant,  and  Equipment.  The  Air 
Mobility  Command  and  the  DFAS  Denver  Center  did  not  take  the  necessary 
corrective  actions  to  accurately  report  Air  Mobility  Command  PP&E  in  the 
DBOF  financial  statements.  Prior  audits  had  concluded  that  Air  Mobility 
Command  PP&E  accounts  were  understated  by  at  least  $155.5  million  and  that 
$277.6  million  reported  was  not  supported.  Specifically,  both  the  Air  Mobility 
Command  and  the  DFAS  Denver  Center  had  not: 

■  issued  policy  and  guidance  to  direct  the  efforts  of  subordinate 
organizations  toward  collection  of  data  on  each  capitalized  asset; 

•  developed  the  specific  data  needed  to  report  on  each  capital 

asset;  or 


■  established  the  control  process  needed  to  ensure  the  accuracy 
and  completeness  of  the  financial  data  collected  on  PP&E. 
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Air  Mobility  Command  management  stated  that  until  the  DFAS 
Denver  Center  adopted  a  new  financial  information  system  for  capital  assets, 
corrective  actions  could  not  be  initiated.  Until  the  actions  needed  to  improve 
the  accuracy  of  PP&E  reporting  are  taken,  the  $1.1  billion  reported  as  PP&E  by 
Air  Mobility  Command  will  continue  to  be  questionable. 

Cash  Management.  Prior  and  current  audits  determined  that 
controlling  cash  balances  in  the  DBOF  remains  a  serious  problem.  Problems  in 
cash  management  continue  to  exist  because  of  congressional  actions, 
mission-essential  disbursements,  inad^uate  cash  monitoring,  and  insufficient 
cash  management  guidance.  In  addition,  DoD  did  not  fully  implement  audit 
recommendations  that  could  have  eliminated  some  of  these  problems.  As  a 
result,  techniques  such  as  advance  billing,  performing  mission-essential  work 
for  others  without  adequately  funded  orders,  inventory  reductions,  and  transfers 
of  funds  were  used  to  prevent  cash  shortages  and  potential  Antideficiency  Act 
violations. 

DoD  has  attempted  to  improve  cash  management.  The  Director,  DFAS, 
developed  operating  policies  and  procedures  that  include  cash  management 
issues.  The  Army  provided  cash  managers  with  a  cash  management  guide  and 
training.  The  Navy  developed  a  cash  management  handbook  and  discontinued 
the  practice  of  estimating  cash  collections  in  June  1996.  Additionally,  DoD 
established  a  "Defense  Working  Capital  Fund  Study  Group"  with  a  cash 
management  subcommittee. 

Army.  The  Army  Audit  Agency,  in  following  up  on  prior 
recommendations,  concluded  that  the  Army  and  DFAS  have  taken  aggressive 
action  to  monitor  and  correct  open  internal  control  weaknesses.  The  Army 
Audit  Agency  followed  up  on  50  prior  recommendations  and  found  the 
following:  16  of  the  recommendations  are  no  longer  applicable;  26  of  the 
recommendations  have  been  closed,  with  effective  action  taken  on  24  of  them; 
and  8  recommendations  are  still  open,  with  corrective  action  planned  for  all  but 
one  of  them. 

During  FY  1995,  Army  Audit  Agency  reported  that  Inventory,  Net,  was 
understated  by  $1.2  billion.  The  understated  inventory  amount  also  caused  Cost 
of  Goods  Sold  to  be  overstated  by  $1.2  billion  and  Net  Operating  Results 
(which  carried  over  to  Accumulative  Operating  Results)  to  be  understated  by  the 
same  amount.  During  FY  1996,  DFAS  Indianapolis  Center  personnel  made  an 
accounting  entry  to  correct  the  understatement  of  Accumulative  Operating 
Results  by  increasing  prior-period  adjustments.  However,  the  understated 
beginning  inventory  balance  for  FY  1996  was  not  adjusted,  causing  Cost  of 
Goods  Sold  to  be  understated  and  Accumulative  Operating  Results  to  be 
overstated. 

Air  Force.  The  Air  Force  Audit  Agency  performed  a  review  of  their 
FYs  1992  through  1995  DBOF  audits  to  determine  whether  actions  had  been 
initiated  to  correct  the  weaknesses  identified  in  prior  audits.  The  previously 
reported  Air  Force  deficiencies  included  several  significant  problems.  The 
systems  used  to  process  Air  Force  DBOF  accounting  transactions  did  not 
comply  with  Chief  Financial  Officers  Act  requirements.  Continuous 
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organizational  changes  have  disrupted  the  DBOF  and  inhibited  accurate 
recording  of  cash  collection  and  disbursement  transactions.  Internal  accounting 
control  weaknesses  and  noncompliance  with  applicable  regulations  have 
significantly  affected  the  ability  of  accounting  personnel  to  substantiate  asset, 
liability,  revenue,  and  expense  balances.  Additionally,  workforce  reductions, 
without  improv^  automated  systems,  increase  the  potential  for  control 
we^esses  and  compliance  problems.  Air  Force  auditors  determined  that  in 
many  of  the  deficient  areas  Air  Force  and  DFAS  personnel  have  ongoing  or 
planned  initiatives  for  improvement.  However,  the  solutions  to  the  critical 
financial  management  problems  will  require  intensive  efforts  over  the  next  3  to 
5  years  before  the  Air  Force  can  comply  with  the  Chief  Financial  Officers  Act. 

Sununary*  Although  progress  has  been  made,  material  internal  control 
weaknesses  are  a  continuing  problem  in  the  DBOF.  These  weaknesses  have 
been  reported  since  the  establishment  of  DBOF  and  are  a  major  contributing 
factor  in  the  disclaimer  of  opinion  issued  for  the  FY  1996  DBOF  Consolidated 
Financial  Statements.  Weaknesses  stem  from  the  lack  of  controls  over  adjusting 
entries,  cash  management,  and  accountability  of  assets;  lack  of  policies  and 
procedures;  deficiencies  in  automated  systems;  and  failure  to  implement 
prior-year  recommendations. 

The  United  States  Standard  General  Ledger  accounts  still  have  not  been 
incorporated  into  all  existing  accounting  systems.  This  forces  organizations  to 
crosswalk  general  ledger  accounts,  leaving  substantial  room  for  errors. 

We  will  continue  to  identify  these  weaknesses  until  a  sound  internal  control 
system  is  established.  As  stated  previously,  the  USD(C)  continues  to  candidly 
recognize  the  extent  of  procedure  deficiencies  in  the  Department's  accounting 
and  finance  systems,  as  cited  in  the  FY  1996  management  representation  letter 
(Appendix  F). 
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Review  of  Compliance  With  Laws  and  Regulations 


Introduction 


We  evaluated  the  DBOF  for  material  instances  of  noncompliance  with  laws  and 
regulations  for  the  year  ending  September  30,  1996,  Our  audit  objective  was  to 
assess  compliance  with  laws  and  regulations  for  transactions  and  events  that 
could  have  a  direct  and  material  effect  on  the  financial  statements.  Such  tests 
are  required  by  the  Chief  Financial  Officers  Act  of  1990,  as  amended  by  the 
Federal  Financial  Management  Act  of  1994.  We  reviewed  compliance  with 
laws  and  regulations  to  obtain  reasonable  assurance  that  the  financid  statements 
were  free  of  material  misstatements,  not  to  render  an  opinion  on  overall 
compliance  with  such  provisions.  See  Appendix  D  for  a  list  of  the  laws  and 
regulations  we  reviewed. 

The  Deputy  Secretary  of  Defense,  the  USD(C),  the  Secretaries  of  the  Military 
Departments,  the  Directors  of  affiliated  DoD  agencies,  and  the  Director, 
DFAS,  are  all  responsible  for  ensuring  compliance  with  laws  and  regulations 
applicable  to  the  DBOF.  As  part  of  obtaining  reasonable  assurance  on  whether 
the  Principal  Statements  are  free  of  material  misstatements,  we  tested 
compliance  with  laws  and  regulations  that  may  directly  affect  the  financial 
statements  and  with  other  laws  and  regulations  designated  by  the  0MB  and  the 
DoD. 

Since  FY  1992,  the  USD(C)  has  updated  sections  of  DoD  7220. 9-M,  "DoD 
Accounting  Manual,"  June  17,  1991,  and  has  incorporated  those  sections  into 
new  volumes  of  DoD  7000. 14-R,  "DoD  Financial  Management  Regulation." 
The  USD(C)  had  issued  14  completed  volumes  as  of  April  1997  and  plans  to 
issue  one  additional  volume.  DoD  7000. 14-R,  when  completed,  will  be  the 
single,  DoD-wide  regulation  that  all  DoD  Components  will  use  for  accounting, 
budgeting,  finance,  and  financial  management  training. 


Reportable  Conditions 


Material  instances  of  noncompliance  are  failures  to  follow  requirements,  laws, 
or  regulations  that  cause  us  to  conclude  that  the  aggregation  of  the 
misstatements  resulting  from  those  failures  is  either  material  to  the  financial 
statements  or  that  the  sensitivity  of  the  matter  would  cause  others  to  perceive  it 
as  significant. 

We  were  unable  to  accomplish  all  tests  necessary  to  determine  compliance  with 
laws  and  regulations.  Weak  internal  controls  and  lack  of  audit  trails  for 
transactions  prevented  us  from  obtaining  sufficient  information  to  fulfill  this 
objective. 
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Compliance  With  Laws 


Noncompliance  with  laws  materially  affected  the  reliability  of  the  DBOF 
financial  statements.  We  were  unable  to  determine,  through  audit  tests  and 
procedures,  the  range  and  magnitude  of  noncompliance  with  the  laws  identified 
in  Appendix  D  of  this  report. 

DoD  Appropriations  Act.  The  Army  and  the  DFAS  did  not  comply  with  the 
provision  of  the  DoD  Appropriations  Act  of  1996  (Title  10,  United  States  Code, 
Section  2216),  which  r^uires  the  use  of  separate  accounts  for  transactions 
involving  capital  asset  collections  and  disbursements.  Specifically,  cash 
collections  and  disbursement  transactions  were  not  separately  recorded  in 
Standard  Depot  System  general  ledger  trial  balances.  Defense  Accounting 
Office  personnel  could  not  record  these  transactions  separately  because  needed 
financial  transaction  accounting  codes  were  not  established  for  the  specific 
capital  asset  program  accounts.  As  a  result,  depot  managers  did  not  have 
adequate  information  for  planning,  coordinating,  and  controlling  about 
$62.9  million  of  FY  1996  capital  asset  budget  authority  and  expenditures 
applicable  to  capital  assets. 

Accounting  Systems.  Weaknesses  in  DoD  accounting  systems  have  been 
reported  since  the  inception  of  DBOF.  DoD  accounting  systems  do  not  comply 
with  Federal  and  DoD  requirements.  In  its  FY  1996  Annual  Statement  of 
Assurance,  DFAS  reported  that: 

The  FY  1995  Chief  Financial  Officers  (CFO)  Act  financial  statement 
audits  of  the  Department’s  financial  statements,  and  the  underlying 
financial  systems  and  operations  that  produce  those  statements, 
confirmed  that  the  Department’s  financial  management  systems  were 
not  designed  to  generate  auditable  financial  statements,  and 
demonstrated  that  widespread  diversions  from  generally  accepted 
accounting  principles  and  DoD  policy  exist  in  many  of  the 
Department's  organizations. 

The  systems  of  accounting  and  internal  controls  for  the  DBOF  do  not 
completely  or  accurately  disclose  the  financial  position  of  the  DBOF 
organizations  as  required  by  Title  31,  United  States  Code.  Because  of 
inadequacies  in  the  DBOF  internal  control  structure  and  accounting  systems, 
there  is  no  assurance  that  transactions  are  accurately  and  reliably  accounted  and 
reported  for.  We  were  unable  to  determine,  through  audit  tests  and  procedures, 
the  range  and  magnitude  of  noncompliance  with  fiscal  statutes.  Lack  of 
supporting  documentation  and  inadequate  or  nonexistent  audit  trails  continue  to 
hamper  effective  oversight.  We  are  working  with  the  USD(C)  to  establish 
integrated  accounting  systems  and  improve  internal  controls  to  ensure 
reasonable  compliance  with  fiscal  statutes  and  regulations.  The  Defense 
Accounting  System  Program  Management  Office  was  established  to  manage  the 
consolidation  and  modernization  of  all  migratory,  interim  migratory,  and  legacy 
accounting  systems  which  DFAS  substantially  owned  and  operated.  The 
long-term  goals  of  the  Program  Management  Office  are  to  achieve  statutory  and 
regulatory  compliance,  reduce  operating  costs,  and  improve  financial 
management  reporting  within  DoD. 
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Compliance  With  Regulations 


Widespread  noncompliance  with  regulations  materially  affected  the  reliability  of 
the  DBOF  financial  statements.  We  were  unable  to  determine,  through  audit 
tests  and  procedures,  the  range  and  magnitude  of  noncompliance  with  the 
regulations  identified  in  Appendix  D  of  this  report.  Table  2  illustrates  instances 
of  noncompliance  with  regulations  and  the  corresponding  dollar  effect  (if  any) 
on  the  FY  1996  DBOF  Consolidated  Financial  Statements. 

DoD  Financial  Management  Regulation.  During  FY  1996,  numerous  cases  of 
noncompliance  with  the  DoD  7000. 14-R  were  identified.  Some  of  these 
deficiencies  have  been  reported  in  previous  DBOF  reports. 

Property,  Plant,  and  Equipment.  Air  Force  Materiel  Command 
personnel  did  not  possess  comprehensive  control  listings  (subsidiary  ledgers) 
that  accurately  summarized  and  reconciled  to  the  maintenance  business  area 
PP&E  balances  of  the  general  ledger  control  accounts.  Additionally,  the  civil 
engineering  records  that  Air  Force  Materiel  Command,  Financial  Management, 
personnel  identified  as  the  subsidiary  ledgers  for  the  facilities  in  use  control 
account  varied  by  $1.5  billion  from  the  general  ledger  control  account  balance. 
These  conditions  occurred  because  Depot  Maintenance  Business  Ar^ 
organizations  did  not  comply  with  DoD  7000. 14-R  to  maintain  and  reconcile 
subsidiary  ledgers  for  all  property  account  balances  and  Air  Force  Materiel 
Command,  Financial  Management,  personnel  did  not  validate  that  Depot 
Maintenance  Business  Area  organizations  had  complied  with  established  policy. 
As  a  result,  the  Depot  Maintenance  Business  Area  control  account  b^ances 
were  either  unsupported  or  varied  substantially  from  existing  ledgers. 

Depreciation.  Depot  maintenance  organizations  do  not  have  a  financial 
system  in  place  that  allows  them  to  compute  depreciation  for  individual 
buildings  as  required  by  DoD  7000. 14-R,  Volume  4,  "Accounting  Policy  and 
Procedures,"  January  1995.  This  problem  was  reported  in  the  FY  1992  Army 
Audit  Agency  report.  Since  then,  DoD  has  designated  the  Defense  Property 
Accountability  System  as  the  standard  DoD  system  to  account  for  and  depreciate 
real  property.  A  DoD-level  Real  Property  Integrated  Process  Team  is  working 
on  policy  and  procedures  to  ensure  that  accurate  data  are  loaded  into  the 
Defense  System.  The  process  team  expects  Army  DBOF  organizations  to  begin 
loading  real  property  data  into  the  system  in  FY  1998. 

Accounts  Payable,  Federal.  The  Department  of  the  Navy  DBOF 
accounting  records  did  not  include  about  $80.9  million  of  Accounts  Payable, 
Federal,  as  of  June  30,  1996.  This  occurred  because  the  liabilities  had  been 
inappropriately  eliminated  from  accounts  payable  and  not  reported  because  they 
were  over  9  months  old.  Additionally,  required  written  requests  for  billings 
before  the  write-off  were  not  maintained  to  show  that  attempts  to  obtain  billings 
were  made.  This  process  is  noncompliant  with  the  DoD  7000. 14-R,  which 
requires  that  specific  actions  be  taken  and  authority  obtained  prior  to  eliminating 
aged  liabilities  from  official  records. 
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Table  2,  Instances  of  Noncompliance  With  Regulations  for  the  FY  1996 
DBOF  Consolidated  Financial  Statements 


Regulation 

Issue 

Impact 

DoD 

7000. 14-R 

PP&E 

Subsidiary  ledgers  did  not  reconcile  to  PP&E  general 
ledger  accounts.  Records  varied  by  $1.5  billion  from 
general  ledger  accounts. 

Depreciation 

Financial  system  is  not  in  place  to  compute  depreciation 
for  individual  buildings. 

Accounts  Payable 
Federal 

Navy  excluded  $80.9  million  of  Accounts  Payable  that 
were  improperly  written  off. 

Other  Non-Fed. 

Govenunental 

Liabilities 

$66.7  million  was  unsupported;  $5.8  million  was 
invalid;  $173.9  million  was  overstated  due  to 
misclassification . 

Military  Sealift 
Command 
Accounting  Sys. 

System  did  not  provide  complete  and  sufficient  financial 
accounting  control,  accuracy,  verification,  and  support 
for  general  ledger  account  balances  and  transactions. 

Revenue 

Recognition 

Army  and  Air  Force  used  the  completed  unit  method  of 
recognizing  revenue  instead  of  recognizing  revenue  at 
the  end  of  the  job  or  as  a  percentage  of  completion. 

Reimbursement 
for  Services 

DLA  was  not  reimbursed  for  services  provided,  which 
understated  revenue  by  $150  million  and  caused  a  loss 
of  $150  million  for  those  services. 

Fed.  Financial 
Accounting 
Standard  No. 3 

Inventory 

Excess,  obsolete,  and  unserviceable  inventory  was 
valued  at  standard  price  rather  than  at  net  realizable 
value. 

OMB  Circular 
A-127 

Systems 

Accounting  systems  did  not  comply  with  accounting 
principles,  standards,  and  related  requirements. 

Integrated  general  ledger  system  was  not  used  to  produce 
financial  statements.  Footnotes  were  not  adequate. 

Air  Force 
Regulations 

Equipment 

Depreciation 

Lack  of  supporting  documentation  for  capital  equipment 
items  prevented  validation  of  $595  million  in  equipment 
and  the  related  $330  million  of  depreciation. 

Adjustment 

Transactions 

$99  million  of  adjustments  were  not  supported  or 
reviewed 

Note:  This  table  combines  the  results  of  our  review  of  several  DBOF  organizations.  The 
table  summarizes  the  areas  of  noncompliance  that  were  tested.  All  regulations  were  not 
tested  at  all  organizations. 


Other  Non-Federal  (Governmental)  Liabilities.  Navy  DBOF 
accounting  records  included  at  least  $66.7  million  unsupported  and  $5.8  million 
invalid  Other  Non-Federal  (Governmental)  Liabilities  as  of  June  30,  1996. 
Additionally,  $173.9  million  of  federal  liabilities  were  misclassified  as 
non-federal  liabilities  and  $35.6  million  were  over  180  days  old  and  not 
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followed  up  on.  These  conditions  occurred  because  personnel  did  not  comply 
with  DoD  7000. 14-R,  which  requires  organizations  to  maintain  supporting 
documentation  for  all  payables,  reconcile  the  accounts  payable  balances  to  the 
supporting  documentation,  and  record  and  report  liabilities  obtained  from  other 
Federal  organizations  separately  from  liabilities  owed  to  non-federal  sources. 
Invalid  liabilities  cause  funds  to  be  set  aside  unnecessarily  either  to  pay  for 
invoices  that  have  been  already  paid  or  to  plan  for  costs  that  have  not  yet 
occurred. 

Military  Sealift  Command  Accounting  System.  The  Military  Sealift 
Command  financial  accounting  system,  including  automated  and  manual 
functions,  contained  many  accounting  deficiencies,  had  material  internal  control 
weaknesses,  and  was  noncompliant  with  legal  and  regulatory  requirements 
identified  in  the  DoD  7000. 14-R.  This  occurred  because  management  did  not 
adhere  to  DoD  financial  management  guidance  in  areas  such  as  general  ledger 
control,  financial  reporting,  accrual  accounting,  audit  trails,  and  subsidiary 
ledgers.  As  a  result,  the  accounting  system  did  not  provide  complete  and 
sufficient  financial  accounting  control,  accuracy,  verification,  and  support  for 
DoD  Transportation  Command  and  Department  of  the  Navy  General  Ledger 
account  balances  and  transactions. 

Revenue  Recognition.  The  Army  and  the  Air  Force  did  not  comply 
with  DoD  7000. 14-R  on  the  reporting  of  depot  maintenance  revenues  for 
contracts  costing  less  than  $1  million  or  taking  less  than  12  months  to  complete. 
Both  the  Army  and  the  Air  Force  use  the  completed  unit  method  of  revenue 
recognition  for  reporting  depot  maintenance  contract  revenues.  DoD  7000. 14-R 
requires  revenue  to  be  reported  under  the  completed  order  method  or  the 
percentage  of  completion  method.  For  contracts  that  begin  in  one  fiscal  year 
and  end  in  another  fiscal  year,  the  completed  unit  method  more  accurately 
matches  revenues  and  expenses  to  the  period  in  which  they  are  earned  and 
incurred  than  does  the  completed  order  method.  This  issue  has  been  reported  in 
previous  Army  Audit  Agency  and  Air  Force  Audit  Agency  DBOF  reports. 

The  Army  requested  a  waiver  from  the .  contract  revenue  recognition  in 
FY  1995,  stating  that  the  completed  unit  method  provides  a  better  matching  of 
revenues  and  expenses.  The  waiver  was  denied,  and  the  Army  initiated  a  plan 
to  reconfigure  the  Standard  Industrial  Fund  System  to  implement  the  completed 
contract  method  for  applicable  contracts. 

We  issued  Audit  Report  No.  97-091,  "Revenue  Recognition  Policies  for  the 
Army  Defense  Business  Operations  Fund,"  February  12,  1997.  The  report 
recommended  that  the  USD(C)  advise  the  Army  to  suspend  making  the  system 
changes  until  it  has  been  determined  how  DoD  will  implement  Statement  of 
Federal  Financial  Accounting  Standard  Number  7,  "Accounting  for  Revenue 
and  Other  Financing  Sources,"  May  10,  1996.  DoD  7000. 14-R  is  not  in 
accordance  with  Statement  of  Federal  Financial  Accounting  Standard  Number  7, 
which  mandates  the  use  of  percentage  of  completion  for  all  projects,  starting  in 
FY  1998,  unless  there  is  not  a  material  difference  between  the  two  methods. 
We  believe  the  difference  between  the  two  methods  would  be  material.  The 
Comptroller  disagreed  with  the  recommendation  and  stated  that  the  Inspector 
General  did  not  show  that  the  total  amount  of  revenues  that  might  be  recognized 
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by  the  percentage  of  completion  method  and  not  recognized  by  the  completed 
contract  method  is  material  or  would  have  a  material  effect  on  the  financial 
statements.  The  Army  plans  to  continue  with  its  current  method  of  accounting 
for  revenues  until  FY  1998.  As  a  result,  the  Army  will  be  noncompliant  with 
DoD7000.14-R. 

DLA  Distribution  Depot  Reimbursement.  The  DLA  was  not 

reimbursed  for  the  full  cost  of  all  services  provided  to  customers  as  required  by 
DoD  7000. 14-R.  This  occurred  because  the  DLA  had  not  developed  a 
methodology  to  allocate  the  full  cost  of  services  performed  to  customers  and  had 
not  developed  stabilized  rates  or  unit  prices  for  all  services.  As  a  result,  the 
DLA  did  not  recognize  $150  million  of  revenue  for  services  provided  to 
customers  and  consequently  experienced  a  corresponding  loss  for  those  services. 

Federal  Financial  Accounting  Standards.  Depot  maintenance  organizations 
did  not  value  excess,  obsolete,  and  unserviceable  inventory  at  net  realizable 
value  in  accordance  with  Statement  of  Federal  Financial  Accounting  Standard 
Number  3,  "Accounting  for  Inventory  and  Related  Property."  Maintenance 
organizations  valued  all  inventory  at  standard  price  regardless  of  condition  and 
therefore  overvalued  excess  and  unserviceable  inventory.  In  their  FY  1993 
audit,  Army  Audit  Agency  recommended  that  the  U.S.  Army  Materiel 
Command  develop  procedures  for  valuing  excess  and  unserviceable  inventory 
and  that  Industrial  Operations  Command  adjust  the  financial  statements 
accordingly.  Both  organizations  agreed;  however,  during  the  FY  1996  followup 
audit,  the  organizations  stated  that  the  recommendations  no  longer  applied 
because  of  the  interpretation  of  the  standard.  The  Army  Audit  Agency  still 
considers  the  two  activities  to  be  in  noncompliance  with  the  standard. 

Office  of  Management  and  Budget  Cmcular  A-127.  The  DFAS  Indianapolis 
Center  did  not  comply  with  0MB  Circular  A-127,  "Financial  Management 
Systems,"  as  revised  July,  23,  1993,  in  the  following  three  areas:  accounting 
systems,  standard  general  ledger,  and  footnote  disclosures.  In  its  FY  1996 
statement  of  annual  assurance,  the  DFAS  Indianapolis  Center  reported  that  its 
accounting  systems  did  not  comply  with  accounting  principles,  standards,  and 
related  requirements  prescribed  by  0MB  Circular  A-127.  The  DFAS 
Indianapolis  Center  did  not  use  an  integrated  general  ledger  system  to  produce 
the  FY  1996  financial  statements  as  required  by  0MB  Circular  A-127.  Instead, 
the  Center  relied  on  budgetary  execution  reports  that  field  activity  commanders 
certified  as  accurate.  The  footnotes  to  the  Army  DBOF  financial  statements  did 
not  comply  with  the  0MB  Bulletin  94-01,  "Form  and  Content  of  Agency 
Financial  Statements,"  November  16,  1993,  which  requires  the  footnotes  to 
"...provide  additional  disclosures  necessary  to  make  the  principal  statements 
fully  informative  and  not  misleading." 

Otber  Regulations.  There  were  several  instances  of  noncompliance  with  other 
regulations  reported  during  the  FY  1996  audit  effort. 

Property,  Plant,  and  Equipment.  The  Ogden  and  Sacramento  Air 
Logistic  Centers  did  not  follow  existing  Air  Force  Materiel  Command 
instructions  or  retain  appropriate,  detailed  records  to  support  the  historical  cost 
and  accumulated  depreciation  account  balances  of  $43  million  (of  the 
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$63.6  million  reviewed)  for  capital  equipment  items.  As  a  result,  the  Air  Force 
Audit  Agency  could  not  validate  the  accuracy  of  the  $595  million  equipment  or 
the  related  $330  million  accumulated  depreciation  general  ledger  control  account 
balances  at  the  two  Air  Logistic  Centers  or  the  impact  of  related  depreciation 
costs  on  Depot  Maintenance  Business  Area  expenses  and  Air  Force  Materiel 
Command  sales  rates. 

Adjustment  Transactions.  DFAS  personnel  at  the  Air  Logistic  Centers 
did  not  properly  research  and  document  25  of  59  adjustment  transactions, 
valued  at  $99  million,  to  the  sales  clearing  account  and  associated  sales  and 
accounts  receivable  accounts.  This  condition  occurred  because  supervisors  did 
not  follow  Air  Force  Regulation  177-101,  "Accounting  and  Finance,  General 
Accounting  and  Finance  Systems  at  Base  Level,"  February  15,  1991,  to 
properly  approve  or  periodically  review  journal  vouchers  to  ensure  proper 
support  or  because  personnel  did  not  comply  with  the  research  requirements  for 
making  adjustments  to  the  sales  clearing  account. 

Followup  on  Previously  Reported  Noncompliance  Issues.  The  DFAS  Centers 
did  not  consistently  caJculate  and  present  expense  account  line  items  in  the 
individual  FY  1995  Statement  of  Operations  prepared  for  DBOF  reporting 
entities  in  the  Supply  Management  Business  Area.  The  lack  of  uniformity  in 
reporting  occurred  because  of  conflicting  guidance  among  0MB  Bulletin  No. 
94-01;  and  Volume  IIB,  "Reimbursable  Operations  Policy  and  Procedures- 
Defense  Business  Operations  Fund,"  December  1994,  of  DoD  7000. 14-R. 
Followup  work  on  the  FY  1996  Statement  of  Operations  showed  that  two 
organizations  continued  to  use  old  guidance  in  Volume  IIB  to  prepare  the 
Statement  of  Operations.  This  caused  $440  million  in  expenses  to  be 
misclassified. 

Summary.  Noncompliance  with  laws  and  regulations  continues  to  be  a  major 
DBOF  issue.  Noncompliance  issues  include  incomplete  and  inaccurate 
disclosure  of  the  DBOF  financial  position,  inadequate  accounting  systems, 
improper  recognition  of  revenue,  inadequate  cash  reconciliations,  lack  of 
supporting  documentation,  and  incorrect  valuation  of  inventory.  Although 
progress  has  been  made,  noncompliance  will  continue  to  prevent  an  opinion 
from  being  issued  on  the  DBOF  financial  statements  until  corrective  action  on 
major  issues  is  taken. 
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Scope 


Statements  Reviewed.  We  examined  the  Consolidated  Financial  Statements  of 
the  DBOF  for  the  year  ending  September  30,  1996.  These  financial  statements 
were  submitted  to  us  in  May  1997. 

To  fulfill  our  responsibility  to  express  an  opinion  on  the  DBOF  Consolidated 
Financial  Statements,  we  coordinated  our  audit  efforts  with  the  Military 
Department  audit  organizations  (the  Army  Audit  Agency,  the  Naval  Audit 
Service,  and  the  Air  Force  Audit  Agency).  Our  combined  audit  efforts  provide 
a  reasonable  basis  for  our  results. 

Auditing  Standards.  We  conducted  our  financial  related  audit  in  accordance 
with  generally  accepted  Government  auditing  standards  issued  by  the 
Comptroller  General  of  the  United  States  (the  Comptroller  General),  as 
implemented  by  the  IG,  DoD,  and  0MB  Bulletin  No.  93-06,  "Audit 
Requirements  for  Federal  Financial  Statements,"  January  8,  1993.  Those 
standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable 
assurance  about  whether  the  Principal  Statements  are  free  of  material 
misstatements.  We  relied  on  the  guidelines  suggested  by  the  General 
Accounting  Office  (GAO)  and  our  professional  judgment  in  assessing  the 
materiality  of  matters  affecting  the  fair  presentation  of  the  financial  statements 
and  related  internal  control  weaknesses. 

Accounting  Principles.  The  Federal  Accounting  Standards  Advisory  Board 
was  established  to  recommend  Federal  accounting  standards  to  the  Principals  of 
the  Joint  Financial  Management  Improvement  Program  (JFMIP):  the  Director, 
0MB;  the  Secretary  of  the  Treasu^;  and  the  Comptroller  General.  Specific 
standards  agreed  on  by  those  officials  are  issued  by  the  Director,  0MB,  and  the 
Comptroller  General.  Financial  statement  reporting  is  governed  by  accounting 
standards  approved  by  the  JFMIP. 

To  date,  seven  accounting  standards  and  two  accounting  concepts  have  been 
publish^  in  final  form,  and  three  accounting  standards  have  been  published  in 
draft  form.  One  other  accounting  standard  (No.  8)  has  been  approved  by  the 
Federal  Accounting  Standards  Advisory  Board  but  must  undergo  a  congressional 
review  before  it  is  promulgated  by  0MB.  0MB  form  and  content  guidance 
incorporates  these  standards  and  concepts  and  should  be  used  by  Federal 
agencies  to  prepare  financial  statements.  Table  A-1  lists  the  accounting 
standards  and  concepts. 
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Table  A-1.  Statements  of  Federal  Financial  Accounting  Standards  and 

Concepts 


Number 

Tide 

Status 

Effective  Date 

Standard  No.  1 

Accounting  for  Selected  Assets  and 
Liabilities,  March  30,  1993 

Final 

FY  1994 

Standard  No.  2 

Accounting  for  Direct  Loans  and 

Loan  Guarantees,  August  23,  1993 

Final 

FY  1994 

Standard  No.  3 

Accounting  for  Inventory  and  Related 
Property,  October  27,  1993 

Final 

FY  1994 

Standard  No.  4 

Managerial  Cost  Accounting  Concepts 
and  Standards  for  the  Federal 
Government,  July  31,  1995 

Final 

FY  1997 

Standard  No.  5 

Accounting  for  Liabilities  of  the  Final 

Federal  Government,  December  20,  1995 

FY  1997 

Standard  No.  6 

Accounting  for  Property,  Plant  and 
Equipment,  November  30,  1995 

Final 

FY  1998 

Standard  No.  7 

Accounting  for  Revenue  and  Other 
Financing  Sources,  May  10,  1996 

Final 

FY  1998 

Standard  No.  8 

Supplementary  Stewardship  Reporting 

Approved 

Concept  No.  1 

Objectives  of  Federal  Financial 
Reporting,  September  2,  1993 

Final 

Concept  No.  2 

Entity  and  Display,  June  6,  1995 

Final 

Through  FY  1996,  Agencies  were  required  to  follow  the  hierarchy  of 
accounting  principles  outlined  in  0MB  Bulletin  No.  94-01,  as  follows: 

■  standards  agreed  to  and  published  by  the  JFMIP  Principals; 

■  form  and  content  requirements  of  OMB  Bulletin  No.  94-01; 

■  accounting  standards  contained  in  agency  accounting  policy  guidance 
as  of  March  29,  1991;  and 

■  accounting  principles  published  by  other  authoritative  sources. 

Beginning  in  FY  1997,  Agencies  are  required  to  follow  the  hierarchy  of 
accounting  principles  outlined  in  OMB  Bulletin  No.  97-01,  "Form  and 
Content  of  Agency  Financial  Statements,”  October  16,  1996,  as  follows: 

■  standards  agreed  to  and  published  by  the  Director,  OMB;  the 
Secretary  of  the  Treasury;  and  the  Comptroller  General; 
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■  interpretations  on  the  standards  issued  by  0MB; 

■  requirements  of  the  effective  0MB  form  and  content  bulletin;  and 

■  accounting  principles  published  by  other  authoritative  sources. 

Because  only  three  accounting  standards  and  two  accounting  concepts  were 
effective  in  FY  1996,  most  accounting  standards  for  the  "other 
comprehensive  basis  of  accounting”  used  by  DoD  came  from  DoD 
accounting  guidance.  Previously,  DoD  7220. 9-M,  "DoD  Accounting  Manual," 
June  17,  1991,  was  the  primary  DoD  accounting  guidance.  Since  FY  1992, 
the  USD(C)  has  updated  sections  of  DoD  7220.9-M  and  incorporated  those 
sections  into  new  volumes  of  DoD  7000. 14-R,  "DoD  Financial  Management 
Regulation. "  The  USD(C)  has  issued  15  completed  volumes  as  of  April  1997. 
DoD  7000. 14-R  will  be  the  single  DoD-wide  regulation  that  all  DoD 
Components  will  use  for  accounting,  budgeting,  finance,  and  financial 
management  training.  However,  after  FY  1996,  neither  DoD  7220.9-M  or 
DoD  7000. 14-R  will  be  the  authoritative  basis  for  preparing  financial 
statements. 

Overview.  We  also  reviewed  the  financial  information  in  the  Overview  to  the 
DBOF  FY  1996  financial  statements.  We  did  not  find  any  instances  in  which 
the  information  presented  in  the  Overview  was  materially  inconsistent  with  the 
information  presented  in  the  Principal  Statements.  The  information  has  not 
been  audited  by  us;  accordingly,  we  are  not  expressing  an  opinion. 

Audit  Assistance.  We  relied  on  audit  assistance  from  the  Army  Audit 
Agency,  the  Naval  Audit  Service,  and  the  Air  Force  Audit  Agency.  The 
information  presented  in  this  report  is  a  summary  of  the  most  significant 
deficiencies  reported  by  the  Milit^  Department  audit  organizations. 
Table  A-2  lists  the  IG,  DoD,  and  Military  Department  audits  supporting  this 
report. 
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Table  A-2. 

Draft  DBOF  Reports  Supporting  the  FY  1996  DBOF 
Consolidated  Report 

Organization 

Reoort  Title 

Reoort/Proiect  No. 

IG,  DoD 

Internal  Controls  and  Compliance 

With  Laws  and  Regulations  for  Revenues 
in  the  FY  1996  Financial  Statements 
of  the  DBOF 

5FD-2020.05 

Internal  Controls  and  Compliance  With 

Laws  and  Regulations  for  Expense  Accounts 
on  the  DBOF  Consolidated  Financial 
Statements  for  FY  1996 

5FI-2016.03 

Air  Mobility  Command  Financial  Reporting 
of  Property,  Plant,  and  Equipment 

97-112 

Financial  Reporting  of  DBOF  FY  1996 
Property,  Plant,  and  Equipment 

5FJ-201L03 

DLA  Actions  to  Improve  PP&E 

Financial  Reporting 

5FJ-2011.02 

DoD  Cash  Management  in  the  Defense 
Working  Capital  Fund 

5FH-2021.02 

Army  Audit 

Agency 

Summary  Report  on  Audits  of  FY  1996 

Army  DBOF  Financial  Statements 

N/A 

Naval  Audit 

Agency 

FY  1996  Consolidating  Financial 

Statements  of  the  Department  of 
the  Navy  DBOF 

96-002 

Air  Force 

Audit  Agency 

Sales  and  Accounts  Receivable,  Supply 
Management  Business  Area,  FY  1996 

96068013 

Air  Force  DBOF  Cash  Management,  and 
Property,  Plant,  and  Equipment,  FY  1996 

96068011 

Government  Furnished  Material  and  End 

Item  Transaction  Reporting  System  (G009) 

96068009 

Overall  Assessment  of  the  Air  Force  DBOF 

96068008 

Scope  of  the  Review  of  Riternal  Controls.  An  audit  includes  examining,  on  a 
test  basis,  evidence  supporting  the  amounts  and  disclosures  in  financial 
statements,  including  the  accompanying  notes.  An  audit  also  includes  assessing 
the  accounting  principles  used  and  significant  estimates  made  by  management, 
as  well  as  evaluating  the  overall  presentation  of  the  statements.  We  reviewed 
internal  controls  related  to  the  FY  1996  DBOF  Consolidated  Financial 


Statements.  Our  previous  audits  disclosed  an  inadequate  internal  control 
structure,  along  with  significant  deficiencies  with  the  accounting  systems  within 
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the  DBOF.  This  inadequate  internal  control  structure  and  system  deficiencies 
precluded  us  from  placing  any  reliance  on  internal  controls  or  rendering  an 
opinion  on  the  financial  statements.  This  remains  the  basis  for  our  disclaimer  of 
opinion  for  FY  1996.  Therefore,  we  revised  our  planned  audit  work  to  focus 
on  reviewing  internal  controls  in  more  detail. 

Our  consideration  of  the  internal  control  structure  would  not  necessarily  disclose 
all  matters  in  the  internal  control  structure  that  might  be  reportable  conditions 
and  would  not  necessarily  disclose  all  reportable  conditions  that  are  also 
considered  to  be  material  weaknesses. 

Scope  of  the  Review  of  Compliance  With  Laws  and  Regulations. 
Compliance  with  laws  and  regulations  is  the  responsibility  of  the  DBOF's 
managers.  To  obtain  reasonable  assurance  that  the  DBOF  consolidated  financial 
statements  were  free  of  material  misstatements,  we  performed  tests  of 
compliance  with  laws  and  regulations  that  may  directly  affect  the  financial 
statements  and  other  laws  and  regulations  designated  by  the  OMB  and  DoD. 
See  Appendix  D  for  a  list  of  laws  and  regulations  reviewed. 

We  did  not  review  management's  implementation  of  DoD  Directive  5010.38, 
"Internal  Management  Control  Program,"  April  14,  1987,  because  of  the  lack 
of  a  sound  internal  control  structure  within  the  DBOF.  We  revised  our  audit 
approach  accordingly  to  focus  on  specific  internal  controls. 

Representation  Letter.  We  received  a  management  representation  letter  from 
the  USD(C),  dated  April  9,  1997,  regarding  the  FY  1996  DBOF  Consolidated 
Financial  Statements.  The  letter  cites  major  deficiencies  in  the  accounting 
systems  and  the  standard  general  ledger,  as  well  as  internal  control  weaknesses 
and  compliance  problems  for  many  DBOF  accounts.  See  Appendix  F  for  the 
management  representation  letter  from  the  USD(C).  We  received  a  legal 
representation  letter  from  the  General  Counsel  of  the  Department  of  Defense 
dated  March  24,  1997. 


Methodology 


Computer-Processed  Data.  Based  on  management's  representation  and  on  the 
audit  work  that  we  perform^  along  with  the  Military  Department  audit 
organizations,  we  concluded  that  computer-processed  data  were  not  completely 
reliable. 

Audit  Period  and  Locations.  The  audit  was  conducted  from  January  1996  to 
April  1997  at  various  offices  of  the  DFAS  and  the  Military  Department  business 
areas  that  are  part  of  the  DBOF. 


*DoD  Directive  5010,38  has  been  revised  as  "Management  Control 
Program,"  August  26,  1996.  The  audit  was  performed  under  the  April  1987 
version  of  the  directive. 
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Contacts  During  the  Audit.  We  visited  or  contacted  individuals  and 
organizations  within  the  DoD  except  for  0MB,  GAO,  and  Treasury.  Further 
details  are  available  on  request. 
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Consolidated  DBOF  Reports 

l6,  DoD,  Report  No.  97-006,  "Major  Accounting  and  Management  Control 
Deficiencies  in  the  Defense  Business  Operations  Fund  in  FY  1995,"  October 
15,  1996.  We  reported  that  the  DFAS  continues  to  prepare  financial  statements 
that  do  not  fairly  present  the  financial  position  of  the  DBOF,  The  financial 
statements  are  unreliable,  inconsistent,  and  inaccurate.  This  situation  has  been 
caused  by  management's  inability  to  implement  a  control  structure  that  enables 
DBOF  accounting  systems  to  effectively  compile  and  report  accurate  financial 
information.  Control  weaknesses  were  categorized  as  follows: 

■  Accounting  systems  (supporting  suites,  standard  general  ledger, 
documentation,  audit  trails,  and  intrafund  transactions). 

■  Control  procedures  (guidance), 

■  Control  environment  (PP&E,  inventory  evaluation,  personnel,  and 
previously  noted  control  weaknesses). 

As  a  result.  Congress  and  the  DoD  managers  have  not  been  able  to  effectively 
use  DBOF  financial  statements  and  underlying  systems  for  management 
oversight.  Inadequate  management  controls,  if  not  corrected,  could  adversely 
affect  the  implementation  of  the  DBOF  migratory  systems  strategy.  No 
recommendations  were  made  in  this  report;  therefore,  management  comments 
were  not  required,  and  none  were  received. 

IG,  DoD,  Report  No.  96-178,  "Internal  Controls  and  Compliance  With 
Laws  and  Regulations  for  the  Defense  Business  Operations  Fund 
Consolidated  Financial  Statements  for  FY  1995,"  June  26,  1996.  We  were 
unable  to  render  an  opinion  on  the  FY  1995  DBOF  Consolidated  Financial 
Statements.  The  disclaimer  of  opinion  can  be  attributed  to  deficiencies  in  the 
internal  control  structure  of  the  financial  systems  and  noncompliance  with  laws 
and  regulations.  As  a  result,  the  financial  position  of  the  Defense  Business 
Operation  Fund  could  not  be  determined  or  presented  in  a  fair  and  timely 
fashion. 

The  lack  of  standard  general  ledger  accounts  and  basic  accounting  knowledge 
caused  expenses,  revenues,  accounts  receivable,  liabilities,  and  accounts  payable 
to  either  be  misstated  or  understated.  Assets  were  incorrectly  reported  and 
recorded  with  incorrect  charges  to  depreciation.  Both  the  misstatement  of 
revenue  and  cash  disbursements  not  being  validated  prior  to  payments  was 
caused  by  the  lack  of  sound  accounting  procedures.  Accounts  could  not  be 
validated  because  of  the  absence  of  supporting  documentation.  Failure  to 
comply  with  Title  31,  United  States  Code,  and  noncompliance  in  accounting 
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systems;  accounting  estimates;  cash  recalculations;  inventory  valuation; 
facilities,  equipment,  and  software;  and  revenue  recognition  materially  affected 
the  fair  presentation  of  the  financial  statements  for  the  Defense  Business 
Operations  Fund.  No  recommendations  were  made  in  this  report;  therefore, 
management  comments  were  not  required,  and  none  were  receiv^. 

IG,  DoD,  Report  No.  95-294,  "Mqjor  Accounting  DeHciencies  in  the 
Defense  Business  Operations  F^nd  in  FY  1994,"  August  18,  1995.  We 
reported  that  the  DBOF  has  not  been  able  to  prepare  financial  statements  that 
fairly  present  the  DBOF  financial  position  since  its  establishment  in  1991.  The 
financial  statements  prepared  are  untimely,  unreliable,  inconsistent,  and 
inaccurate.  As  a  result.  Congress  and  DoD  managers  cannot  effectively  use  the 
DBOF  financial  statements  and  underlying  systems  for  management  oversight. 
Additionally,  the  unauditable  financial  systems  reflect  the  inadequate  internal 
control  structure  within  DBOF,  which  negatively  affects  day-to-day  operations. 
Major  deficiencies  identified  during  the  audit  can  be  grouped  into  accounting 
system  characteristics  and  overall  management  issues.  The  DBOF  accounting 
and  financial  systems  compile  information  inefficiently.  A  major  obstacle  to  the 
development  and  use  of  reliable  financial  statements  is  the  lack  of  a  universally 
implemented  standard  general  ledger.  Currently,  the  DoD  Standard  GenerM 
Ledger  is  partially  implemented  in  a  few  DoD  accounting  systems;  other 
systems  use  crosswalks  in  an  attempt  to  recategorize  data.  Insufficient 
documentation  and  poor  audit  trails  characterize  many  DBOF  accounting  and 
financial  systems.  Additionally,  inadequate  accounting  for  intrafund 
transactions  contributes  to  significant  distortions  on  the  financial  statements. 
The  report  stated  that  several  DFAS  centers  either  do  not  have  in  place,  or  do 
not  fully  use,  automated  reasonableness  and  edit  checks.  Failure  to  use  such 
checks  results  in  incorrect  financial  statements,  and  excessive  time  and  effort 
must  be  spent  in  correcting  avoidable  accounting  problems.  Furthermore, 
footnote  disclosures  to  the  financial  statements  issued  by  the  DFAS  centers  did 
not  provide  accurate  overviews  and  supplemental  information. 

Deficiencies  existed  in  the  overall  management  of  the  DBOF  accounting  and 
finance  systems.  Many  accounting  problems  at  DoD  organizations  and  on 
DBOF  financial  statements  could  be  attributed  to  deficient  DBOF  guidance. 
The  guidance  was  not  always  properly  distributed  or  understood,  was  not  up  to 
date,  or  was  not  developed  in  some  cases.  Additionally,  inadequate  accounting 
for  many  items  of  PP&E  materially  distorted  the  preparation  and  presentation  of 
the  FY  1994  DBOF  financial  statements.  Also,  because  of  inaccurate  valuation 
in  DoD  inventory  accounts  and  misclassification  in  other  line  item  accounts, 
preparation  of  financial  statements  was  flawed,  and  financial  statements  were 
not  usable.  Finally,  development  and  use  of  the  financial  statements  were 
adversely  affected  by  problems  with  accounting  personnel,  such  as  inadequate 
training,  shortages  of  support  personnel,  poor  communication  between  field 
offices  and  headquarters,  loss  of  corporate  knowledge,  and  a  lack  of 
documented  procedures.  No  recommendations  were  made  in  this  report; 
therefore,  management  comments  were  not  required.  The  Under  Secretary  of 
Defense  (Comptroller)  concurred  with  the  report. 
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IG,  DoD,  Report  No.  95-267,  "Defense  Business  Operations  Fund 
Consolidated  Statement  of  Financial  Position  for  FY  1994,"  June  30,  1995. 
We  were  unable  to  render  an  opinion  on  the  FY  1994  DBOF  Consolidated 
Statement  of  Financial  Position  because  of  the  lack  of  a  sound  internal  control 
structure;  noncompliance  with  regulations;  and  deficiencies  in  the  accounting 
systems,  all  of  which  prevented  the  preparation  of  accurate  financial  statements. 
Material  internal  control  weaknesses  were  found  in  each  of  the  accounts 
reviewed.  The  Air  Force  Inventory  In-Transit  account  for  business 
organizations  had  a  negative  balance.  A  negative  balance  in  an  inventory 
account  indicates  an  internal  control  problem  in  the  accounting  system  that 
produces  those  figures;  therefore,  the  system  cannot  be  relied  on.  Several 
conditions  were  noted  in  accounts  receivable  for  the  Defense  Logistics  Agency 
Distribution  Depot  and  Air  Force  Depot  Management  business  areas.  For 
example,  misstatements  occurred  because  transactions  were  unsupported  and 
unverifi^;  the  incorrect  recording  of  accounts  receivable  caused  overstatements 
in  the  account;  weak  internal  controls  caused  reimbursements  to  be  collected  but 
not  posted  or  recorded;  and  funding  documents  were  not  received,  which 
prevented  the  organizations  from  billing  customers.  The  DLA  PP&E  account 
was  materially  understated.  The  Navy  PP&E  account  was  overstate  because 
assets  could  not  be  located;  costs  were  unsupported;  and  assets  were  incorrectly 
recorded.  The  IG,  DoD;  the  Naval  Audit  Service;  and  the  Air  Force  Audit 
Agency  found  reportable  conditions  in  accounts  payable  that  affected  the 
reliability  of  the  balances.  The  conditions  included  accounting  errors,  negative 
balances,  and  accounts  payable  disbursements  that  were  not  posted  to  the 
accounts  payable  balance;  accounts  payable  disbursements  that  were  not 
recorded;  and  a  lack  of  supporting  documentation.  The  Army's  Other 
Intragovemmental  Liabilities  account  contained  invalid  transactions,  but 
adjustments  were  made  to  the  financial  statements  before  the  yearend  account 
balances  were  submitted  to  DFAS  Indianapolis  Center.  The  Navy  Other 
Liabilities  account  was  overstated  because  of  system-wide  processing  problems. 
The  Navy  did  not  include  the  required  Intrafimd  Elimination  note  to  the 
financial  statements  because  the  Navy  did  not  have  the  procedures  needed  to 
collect  data  for  the  note  to  the  financizd  statements. 

We  reported  several  instances  of  noncompliance  with  laws  and  regulations. 
DoD  did  not  comply  with  the  Federal  Financial  Management  Act  of  1994, 
which  established  a  deadline  of  March  31,  1995,  to  provide  unaudited  FY  1994 
financial  statements  to  OMB.  This  delay  was  caused  in  part  by  the  Navy.  The 
report  stated  that  the  systems  for  accounting  and  internal  controls  did  not 
completely  or  accurately  disclose  the  financial  position  of  the  DBOF 
organizations  as  required  by  Title  31,  United  States  Code.  The  FY  1994  DFAS 
Annual  Statement  of  Assurance  reported  that  the  majority  of  the  financial 
management  systems  did  not  meet  the  requirements  of  OMB  Circular 
No.  A- 127.  One  of  the  systems  used  by  Army  Supply  Management  was  not 
using  standard  general  ledger  accounts,  as  required  by  DoD  7220. 9-M.  Most 
Army  depot  maintenance  organizations  did  not  have  an  accounting  system  that 
allows  them  to  compute  depreciation  on  separate  buildings,  as  required  by  DoD 
7000. 14-R.  The  Army  did  not  comply  with  Statement  of  Federal  Financial 
Accounting  Standards  Number  3,  "Accounting  for  Inventory  and  Related 
Property,"  October  27,  1993,  which  states  that  inventory  should  be  revalued  to 
its  latest  acquisition  cost  at  year's  end.  The  Navy  and  two  Defense  Accounting 
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Offices  used  estimated  figures,  contrary  to  DoD  7220. 9-M  guidance,  which 
prohibits  estimates  in  the  Statement  of  Accountability.  No  recommendations 
were  made  in  this  report;  therefore,  management  comments  were  not  required. 
The  USD(C)  generally  concurred  with  the  report.  The  Navy  objected  to  our 
statement  that  the  audit  was  impeded  in  part  because  Navy  management  made 
repeated  adjustments  to  the  Navy  DBOF  financial  statements.  We  responded 
that  the  Navy's  comments  failed  to  consider  the  requirement  in  the  Federal 
Financial  Management  Act  of  1994  to  submit  the  FY  1994  DBOF  financial 
statements  to  0MB  by  March  31,  1995. 

IG,  DoD,  Report  No.  94-161,  "Consolidated  Statement  of  Financial  Position 
of  the  Defense  Business  Operations  Fund  for  FY  1993,"  June  30,  1994.  We 
were  unable  to  render  an  opinion  on  the  FY  1993  DBOF  Consolidated 
Statement  of  Financial  Position  because  of  significant  internal  control 
deficiencies  and  noncompliance  with  regulations.  We  reported  numerous 
internal  control  problems  associated  with  four  accounts  of  the  DBOF  financial 
statements.  The  principal  problems  in  the  Fund  Balance  With  Treasury  account 
were  the  definition  of  the  account  and  the  reconciliation  of  balances.  The  DoD 
definition  of  this  account  was  not  consistent  with  accounting  principles,  which 
made  the  balance  misleading.  Additionally,  the  individual  organizations  could 
not  reconcile  their  own  portions  of  the  account  because  the  information  was 
integrated  with  other  DoD  Fund  Balance  With  Treasury  information. 
Misstatements  were  reported  for  the  Defense  Logistics  Agency  and  the  Navy  for 
this  account.  The  Inventory  Held  for  Sale,  Net,  account  and  the  Inventory  Not 
Held  for  SaJe  account  had  valuation  and  classification  problems  and  material 
discrepancies.  Specifically,  for  the  Inventory  Not  Held  for  Sale  account, 
negative  inventory  balances  were  reported,  and  the  accuracy  of  War  Reserve 
assets  could  not  be  verified.  The  Army  and  the  Air  Force  did  not  maintain 
appropriate  source  documentation  for  items  included  in  the  PP&E  account, 
which  made  those  portions  of  the  account  unauditable.  Also,  the  Air  Force  did 
not  report  all  PP&E  items  in  the  DBOF  financial  statements.  Additionally,  the 
PP&E  account  for  the  Joint  Logistics  Systems  Center  was  misstated  because  that 
organization  did  not  implement  an  effective  internal  control  program. 

We  reported  numerous  instances  of  noncompliance  with  regulations.  The 
DFAS  Indianapolis  Center  did  not  use  an  integrated  general  ledger  to  produce 
the  FY  1993  financial  statements,  as  required  by  0MB  guidance,  and  several 
Army  DBOF  supply  systems  did  not  use  the  standard  general  ledger  system 
required  by  DoD  7220. 9-M.  We  also  reported  that  the  Defense  Logistics 
Agency  did  not  effectively  implement  an  internal  management  control  program 
for  reporting  the  results  of  physical  inventories.  Also,  the  Army  valued  all 
inventories  at  standard  price,  but  the  Defense  Logistics  Agency  valued  only 
reutilization  and  marketing  inventories  at  standard  price.  Neither  of  those 
valuation  policies  adheres  to  the  Statement  of  Federal  Financial  Accounting 
Standards  Number  1,  "Accounting  for  Selected  Assets  and  Liabilities,"  March 
30,  1993.  We  also  reported  that  most  Army  Depot  Maintenance  organizations 
did  not  have  accounting  systems  that  allowed  them  to  compute  depreciation  for 
separate  buildings,  as  required  by  DoD  7220.9-M.  Finally,  the  Notes  to  the 
FY  1993  DBOF  Financial  Statements  did  not  comply  with  "DoD  Guid^ce  on 
Form  and  Content  on  Financial  Statements  for  FY  1993  and  FY  1994  Financial 
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Activity."  The  financial  statements  included  only  4  notes,  not  the  required  26. 
No  recommendations  were  made  in  this  r^rt;  therefore,  management 
comments  were  not  required,  and  none  were  received. 

IG,  DoD,  Report  No.  93-134,  "Principal  and  Combining  Financial 
Statements  of  the  Defense  Busine^  Operations  Fund  -  FY  1992,"  June  30, 
1993.  We  were  unable  to  render  an  opinion  on  the  FY  1992  DBOF  Financial 
Statements  because  audit  trails  were  inadequate,  accounting  systems  were 
inadequate,  significant  internal  control  deficiencies  existed,  significant  instances 
of  noncompliance  with  regulations  were  found,  and  legal  and  management 
representation  letters  were  not  received.  We  reported  numerous  material 
internal  control  weaknesses  that  affected  the  reliability  of  the  FY  1992  financial 
statements.  Transactions  were  not  properly  recorded  and  accounted  for  because 
controls  over  cash  were  inadequate,  transactions  by  and  for  others  were  not 
recorded  in  a  timely  manner,  intrafund  transactions  were  not  eliminated  or 
reported,  and  certain  accounts  were  not  properly  accounted  for.  We  could  not 
ensure  that  assets  were  safeguarded  from  unauthorized  use  because  supporting 
documentation  was  lacking  and  because  the  capital  asset  and  inventory  accounts 
were  not  correctly  valued  and  we  could  not  determine  whether  these  accounts 
existed.  Transactions  were  not  executed  in  compliance  with  existing  guidance. 
Reconciliations,  uniform  accounting  systems,  and  a  standard  general  ledger 
were  lacking,  and  the  weekly  flash  cash  reports  were  unreliable. 

Several  instances  of  noncompliance  with  laws  and  regulations  materially 
affected  the  reliability  of  the  FY  1992  financial  statements.  The  DBOF 
accounting  systems  did  not  meet  the  requirements  of  the  Budget  and  Accounting 
Procedures  Act  of  1950  and  the  GAO  "Policy  and  Procedures  Manual  for 
Guidance  of  Federal  Agencies,"  Title  2,  "Accounting."  The  USD(C)  was  not 
in  full  compliance  with  0MB  Bulletin  No.  93-02,  "Form  and  Content  of 
Agency  Financial  Statements,"  which  implemented  the  Chief  Financial  Officers 
Act.  In  addition,  quarterly  and  annual  reports  to  the  Department  of  the  Treasury 
on  Accounts  and  Loans  Receivable  Due  From  the  Public  were  not  accurately 
prepared.  Air  Force  Supply  Management  did  not  follow  requirements  of  DoD 
7220. 9-M.  Real  properties  were  improperly  reflected  as  assets  on  the  DBOF 
financial  statements  and  did  not  comply  with  the  requirements  for  Real  Property 
Ownership  under  Title  10,  United  States  Code,  Section  2682.  Also,  the  DFAS 
Columbus  Center  and  the  Defense  Commissary  Agency  did  not  meet  certain 
provisions  of  the  Prompt  Payment  Act.  No  recommendations  were  made  in  this 
report;  therefore,  management  comments  were  not  required.  However,  we 
received  comments  from  the  Acting  Chief  Financial  Officer.  Management 
generally  agreed  with  the  report,  but  took  exception  to  our  reportable  conditions 
on  inadequate  audit  trails  and  reported  instances  of  noncompliance  with  GAO 
Title  2;  the  Budget  and  Accounting  Procedures  Act  of  1950;  0MB  Bulletin 
No.  93-02;  and  the  National  Defense  Authorization  Act. 
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Related  Audit  Reports 


Report  No. 

Title 

Date 

General  Accounting  OfHce 

AIMD-96-54 

Defense  Business  Operations  Fund  (DBOF): 

DoD  Is  Experiencing  Difficulty  in 

Managing  the  Fund's  Cash  (OSD  Case  No.  1109) 

April  1996 

AIMD-95-79 

DBOF:  Management  Issues  Challenge  Fund 
Implementation  (OSD  Case  No.  9859) 

March  1,  1995 

AIMD-94-80 

Financial  Management,  Status  of  the  DBOF 
(OSD  Case  No.  9339-D) 

March  9,  1994 

Inspector  General,  Department  of  Defense 

97-006 

Major  Accounting  and  Management  Control 
Deficiencies  in  the  DBOF  in  FY  1995 

October  15,  1996 

96-178 

Internal  Controls  and  Compliance  with 

Laws  and  Regulations  for  die  DBOF 

Consolidated  Financial  Statements  for  FY  1995 

June  26,  1996 

95-294 

Major  Accounting  Deficiencies  in  the  DBOF 
in  FY  1994 

August  18,  1995 

95-267 

DBOF  Consolidated  Statement  of  Financial 
Position  for  FY  1994 

June  30,  1995 

95-072 

Defense  Finance  and  Accounting  Service 

Work  on  the  FY  1993  Air  Force  DBOF 

Financial  Statements 

January  11,  1995 

95-067 

Defense  Finance  and  Accounting  Service 

Work  on  the  Air  Force  FY  1993  Financial 
Statements 

December  30,  1994 

95-066 

Application  Controls  -  Navy  Inventories 

December  30,  1994 

95-034 

Development  of  Property,  Plant,  and 

Equipment  Systems 

November  21,  1994 

95-023 

Application  Controls  Over  Selected 

Portions  of  the  Standard  Army 

Intermediate  Level  Supply  System 

November  4,  1994 
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Report  No.  Title 


Date 


94-199 

94-183 

94-168 

94-167 

94-163 

94-161 

94-159 

94-150 

94-149 

94-147 

94-128 

94-082 

93-164 


Research  on  Accounting  and  Financial 
Reporting  at  the  Defense  Information 
Services  Organization 

Controls  Over  Commissary  Revenues 

Defense  Finance  and  Accotmting  Service  Work 
on  the  Army  FY  1993  Financial  Statements 

Selected  Financial  Accounts  on  the  Defense 
Logistics  Agency  DBOF  Financial  Statements 
for  FY  1993 

Management  Data  Used  to  Manage  the  U.S. 
Transportation  Command  and  Military 
Department  Transportation  Organizations 

Consolidated  Statement  of  Financial 
Position  of  the  DBOF  for  FY  1993 

Fund  Balances  With  Treasury  Accounts  on  the 
FY  1993  Financial  Statements  of  the  Defense 
Logistics  Agency  Business  Areas  of  the  DBOF 

Inventory  Accounts  on  the  Financial 
Statements  of  the  Defense  Logistics  Agency 
Business  Areas  of  the  DBOF  for  FY  1993 

Property,  Plant  and  Equipment  Accounts 
on  the  Financial  Statements  of  the  Defense 
Logistics  Agency  Business  Areas  of  the  DBOF 
for  FY  1993 

Joint  Logistics  System  Center's  Financial 
Statements  for  FY  1993 

Management  Data  Used  to  Manage  the  Defense 
Logistics  Agency  Supply  Management 
Division  of  the  DBOF 

Financial  Management  of  the  DBOF  -  FY  1992 

Financial  Statements  of  DLA  Supply 
Management  Division  of  the  DBOF 
(Defense  Fuel  Supply  Center  Financial 
Data)  for  FY  1992 


September  30,  1994 

September  6,  1994 
July  6,  1994 

June  30,  1994 

June  30,  1994 

June  30,  1994 
June  30,  1994 

June  28,  1994 

June  28,  1994 

June  24,  1994 
June  14,  1994 

AprU  11,  1994 
September  2,  1993 
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Report  No. 

Title 

Date 

93-153 

DBOF  Communication  Information  Services 
Activity  Financial  Statements  for  FY  1992 

August  6,  1993 

93-151 

Compliance  With  the  Federal  Managers' 
Financial  Integrity  Act  at  the  Defense 
Commercial  Communications  Office 

July  26,  1993 

93-147 

Defense  Commissary  Resale  Stock  Fund 
Financial  Statements  for  FY  1992 

June  30,  1993 

93-134 

Principal  and  Combining  Financial 

Statements  of  the  DBOF  for  FY  1992 

June  30,  1993 

Army  Audit  Agency 

AA  96-186 

DBOF  Depot  Maintenance,  Other,  Army 

FY  95  Statement  of  Operations 

June  13,  1996 

AA  96-185 

DBOF  Supply  Management,  Army  FY  95 
Statement  of  Operations 

April  30,  1996 

NR  95-430 

Army  DBOF  FY  94  Financial  Statements 

July  19,  1995 

NR  94-471 

Army  DBOF  FY  93  Financial  Statements: 
Report  of  Management  Issues 

September  29,  1994 

NR  94-470 

Army  DBOF  FY  93  Financial  Statements: 

Audit  Opinion 

June  30,  1994 

NR  94-457 

DBOF,  FY  92  Financial  Statements: 

Common  Management  Issues 

March  30,  1994 

NR  94-456 

DBOF,  Transportation,  Army  FY  92 

Financial  Statements:  Report  of 

Management  Issues 

March  30,  1994 

NR  94-454 

DBOF,  Depot  Maintenance,  Army  FY  92 
Financial  Statements:  Report  of 

Management  Issues 

March  30,  1994 

NR  93-463 

DBOF  Depot  Maintenance,  Army 

June  30,  1993 

NR  93-462 

DBOF  Transportation,  Army 

June  30,  1993 
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Report  No. 

Title 

Date 

Naval  Audit  Service 

035-96 

FY  1995  Consolidating  Financial  Statements 
of  the  Department  of  Navy  DBOF 

May  31,  1996 

044-95 

FY  1994  Consolidating  Financial  Statements 
of  the  Department  of  Ae  Navy  DBOF 

May  30,  1995 

010-95 

Sponsor-Funded  Equipment  at 

Selected  Navy  DBOF  Activities 

December  2,  1994 

053-H-94 

FY  1993  Consolidating  Financial  Statements 
of  the  Department  of  Ae  Navy  DBOF 

June  29,  1994 

053-H-93 

FY  1992,  Consolidating  Financial  Statements 
of  the  Department  of  the  Navy  DBOF 

June  30,  1993 

Air  Force  Audit  Agency 

95068021 

Review  of  Selected  Accounts, 

Depot  Maintenance  Service  Business 

Area  FY  1995 

September  13,  1996 

95068020 

Review  of  Selected  Accounts,  Supply 

Management  Business  Area,  FY  1995 

August  20,  1995 

94068027 

Followup  Audit-Review  of  Prior  Year 

DBOF  Recommendations 

October  25,  1995 

94068042 

Followup  Audit-Review  of  Prior  Year 

DBOF  Recommendations 

August  18,  1995 

94068039 

Review  of  Selected  Accounts,  Depot 

Maintenance  Service  Business  Area,  FY  1994 

July  28,  1995 

94068041 

Review  of  Selected  Accounts,  Supply 

Management  Business  Area,  FY  1994 

June  27,  1995 

93066011 

Review  of  Application  Controls  Within 
the  Depot  Maintenance  Equipment  Program 

November  16,  1994 

93066012 

Review  of  Application  Controls  Over  Time 
and  Attendance  Reporting  in  Air  Force  Materiel 
Command  Depot  Maintenance  Organizations 

November  4,  1994 
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Report  No.  Title  Date 

93066024  Review  of  Application  Controls  Within  October  3,  1994 

the  Financial  Inventory  Accounting 
and  Billing  System 

94068020  Opinion  on  Air  Force  DBOF,  FY  1993  Fund  June  30,  1994 

Balances  With  Treasury 

94068019  Opinion  on  Air  Force  DBOF,  FY  1993  June  30,  1994 

Property,  Plant  and  Equipment  Balances 

94068018  Opinion  on  Air  Force  DBOF,  FY  1993  June  30,  1994 

Inventories  Not  Held  for  Sale  Balance 

94068017  Opinion  on  Air  Force  DBOF,  FY  1993  Jime  30,  1994 

Inventories  Held  for  Sale  Balance 

93066023  Review  of  Application  Controls  Within  June  10,  1994 

the  Depot  Maintenance  Acmal  Materiel 
Cost  System 

94068025  Air  Force  Depot  Maintenance  Service,  April  1,  1994 

FY  1993  Material  In-Transit  Balances 

93068001  Compliance  With  Laws  and  Regulations  and  December  15,  1993 

Management  Issues  Related  to  Air  Force 
Supply  Management  and  Distribution  Depot, 

FY  1992  Financial  Statements 

92066008  Review  of  the  Design  and  Development  August  18,  1993 

Activities  for  the  Depot  Maintenance 
Management  Information  System 

93068024  Opinion  on  Air  Force  Consolidating  June  30,  1993 

Statements,  DBOF,  FY  1992 
Financial  Statements 

93068012  Opinion  on  Air  Force  Distribution  Depot,  June  30,  1993 

DBOF,  FY  1992  Financial  Statements 

93068011  Opinion  on  Air  Force  Supply  Management,  June  30,  1993 

DBOF,  FY  1992  Financial  Statements 


92068003  Opinion  on  Laundry  and  Dry  Cleaning  June  30,  1993 

Service,  DBOF,  FY  1992  Financial 
Statements 

92068002  Opinion  on  Air  Force  Depot  Maintenance,  Jime  30,  1993 

DBOF,  FY  1992  Financial  Statements 
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Report  No 
92071002 

92066010 

92066002 

92062001 


Title 


Opinion  on  Air  Force  Transportation, 
DBOF,  FY  1992  Financial  Statements 

Review  of  General  and  Application 
Controls  Within  the  Contract  Depot 
Maintenance  Production  and  Cost  System 

Review  of  General  and  Application  Controls 
Within  the  Equipment  Inventory,  Multiple 
Status  and  Utilization  Reporting  Subsystem 

Review  of  Depot  Maintenance  Industrial 
Fund  Revenue  Accounts,  FY  1992  Financial 
Statements 


Date 

June  29,  1993 
April  1,  1993 

April  1,  1993 

February  28,  1993 
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Appendix  C.  Financial  Statements  and  Auditor 
Opinion 


Principal  Statements  and  Footnotes 


DEFENSE 

BUSINESS  OPERATIONS 
FUND 


CONSOLIDATED 

STATEMENTS 
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Principal  Statements 

Department  of  Defense 

Defense  Business  Dperatiotts  Fund 

Statement  of  Flnaticlol  Position 

As  of  September  30, 1996 
(Thousands) 

ASSETS 

1996 

1995 

1.  Entity  Assets: 

A  Trtusaaionj  with  Federal  (IntragovcmiiicEtal)  Entities : 

(I)  Fund Bahnce  with  Treasury  (Mote  2) 

£4.401.666 

U,656M9 

(2)  Investments,  Met  (Note  4) 

0 

0 

(3)  Accounts  Receivable,  Net  (Note  3) 

6339,154 

(4)  Interest  Receivable 

0 

0 

(5)  Advances  and  Prepayments 

116,440 

297,966 

(6)  Other  Federal  (bma^oveinmrata])  (Note  6} 
b.  Transactions  widi  Ncsi-Fcderil  (Governmental)  Entities: 

954,437 

644,682 

(I)  Invcscmeiits  (Note  4) 

0 

0 

(2)  Accounts  Receivable,  Net  {Mote  5) 

(3)  Cre(fit  Program  Receh'ables/  Related 

X206,g57 

2378,308 

Foreclosed  Proper^*,  Net  (Note  7) 

0 

0 

(4)  interest  Receivable,  Net 

31 

57 

(5)  Advances  and  Prepa>inents 

830,3  IS 

830,989 

(6)  Other  Non-Federal  (Governmental)  (Note  6) 

0 

0 

c.  CashaadOtherldonetaiyAssets(Note3) 

I 

2 

d.  Inventoo’,  Net  (Note  8) 

60309,149 

59.887,675 

c.  Work  in  Process  (Note  9) 

2,526377 

2,680,960 

f.  Operating  MacerialySuppltes,  Net  (Note  10) 

1,536,660 

1,501.927 

g.  Stockpile  MateKftls,  Net  (Note  11) 

0 

152,855 

h.  Seized  Property  (Note  12) 

0 

0 

L  Forfeited  Property,  Net  (Note  13) 
j.  Goods  Held  Ubder  Price  Support  and 

0 

0 

StabilizatiDii  Programs,  Net  (Note  14) 

Q 

0 

k.  Property,  Plant  and  Equipment,  Net  (Note  15) 

12365,885 

11,948382 

L  Other  Entity  Assets 

1,414305 

1347,858 

nt.  Total  Entity  Assets 

$91,777,644 

£92,667,664 

X  Non-Entlly  Aisets: 

a.  Transactions  With  Federal  (Intragovenunental)  Entities: 

(1)  Fund  Balance  with  Treasuiy'  (Note  2) 

£21337 

$18390 

(2)  Accounts  Receivable,  Net  (Note  i) 

0 

0 

(3)  btertSi  Receivable,  Met 

0 

0 

(4)  Other  (Note  6) 

375,620 

753397 

Tbf  accompanying  notes  are  u  lotcern)  part  of  these  suteorents. 
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Principal  Statements 

eat  of  D«feQ»e 

Defense  Basbess  Operations  Fund 

Stflteiaeat  of  fiaandal  Position 

As  of  September  aOi  1996 

(Tkoiisands) 

ASSETS)  Continued 

1996 

iias 

2.  Non-Entity  Assets; 

b.  Transactions  Widi  Mon-Federal  (Govenuaental)  Entities; 

(1)  Accounts  Receivable,  Met  (Note  5] 

SO 

so 

(2)  Interest  Receivable,  Net 

0 

0 

(3)  Otha(Mote6) 

0 

0 

c.  Cash  and  OlherMcnetao' Assets  (Note  3) 

0 

0 

d.  Odter  Non-Entity  Assets 

38,362 

ASMS 

e.  Total  Non-Entity  Assets 

5455,919 

S797,2^ 

5-  Total  Assets 

S92;il3,553 

$95,464,936 

Uabilities 

4.  liabUkUs  Covered  by  Badgetaiy  Resources: 

a.  Transactions  with  Fedc[nl(IntiagoveTiiinaital)  Entities: 

(1)  Accounu  Pay^le 

52,658,519 

$3,11S,65? 

(2)  Interest  Payable 

0 

0 

(3)  Debt  (Note  16) 

1,587,763 

1,432,108 

(4)  Other  Federal  (IntingoveiiiiDeGiat)  Liabilities  ^ote  17) 

5,546,273 

7,282,783 

b,  Tnmsactioas  with  N<Bi-Fedeial  (Govenunental)  Entities: 

(1)  Accounts  Payable 

3,544,883 

3,526,743 

(2)  Accrued  Payroll  and  Benefits 

(a)  Salaries  and  Wages 

768,690 

552J10 

(b)  Annua)  Aepnied  Leave 

810,068 

721,903 

(c)  Severance  and  Separation  Allowance 

0 

0 

(3>  Interest  Payable 

25\ 

2 

(4)  Liabilities  Ah'  Loan  Guuanteea  (Note  7) 

0 

0 

($)  Lease  LlabiHties  (Note  18) 

3,622 

3,622 

(6)  Pnobos  and  Other  Actuarial  Utilities  Q4ote  19) 

33 

469 

(7)  Other  NoD-Fedetal(Gov«ianental) 

Liabilities  (Mote  17} 

3,504,040 

3,422,972 

c.  Toul  Liabilities  Covered  by  Budgetary  Resources; 

SU, 219.144 

$20,058,573 

t^e  aecooipanyias  notes  are  an  integral  part  of  these  statenicnta. 
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Principal  Statements 

Deptrtmeiit  of  DefeBse 

Defense  Business  Operations  Fund 

StztemcRt  of  Financial  Position 

As  of  September  30, 

(Thousands) 

UABIUTIES,  Continued 

im 

I99S 

S.  Uab&itits  Not  Covered  by  Budgetary  Resources: 
a.  Ttansactions  wiih  Federal  (Imragovenunenoil)  Entities: 

(0  Accounts  Payable 

$0 

518,290 

(2)  Debt  (Note  16) 

0 

0 

(3)  Other  Federal  (IntrtiovetijjRcnial)  Liabilities  (Note  17) 

0 

0 

b.  Transactions  with  Non-Federal  (Governmental)  Hotitiesi 
(1)  Aocoums  Payable 

0 

0 

(2)  Debt  (Note  16) 

a 

0 

(3)  Lease  Liabilities  (Note  \Z) 

0 

0 

(4)  PensiOft$aBdOtbcrActuamILiab0iue5(Notel9) 

4S,i8« 

0 

(j)  Other  NcHi'Fedeial  (Oovenmiental)  Liabilities  (Note  17) 

86,985 

190,014 

c  Tout  Liibilitice  Not  Covered  By  Budgetary  Resources 

5135,871 

$7^8,304 

6.  Total  Liabilities 

511^55.015 

$20;266,877 

NETPOSmON(Note20) 

7.  Balances; 

a.  Unexpended  Appropriations 

$1,324,293 

$7,455 

b.  Invested  Capital 

113,173.469 

99,S1Z198 

c.  Cumulative  Results  of  Operations 

(33,826,22S) 

(20,963,206) 

d.  Other 

(6,677,115) 

(5,150,084) 

e.  Future  Funding  Requirenients 

033,871) 

P084M) 

t  Total  Net  position 

$73,858,548 

^3.198,059 

8.  Total  Liabilities  and  Net  PosKion 

$92,213,363 

393,464,936 

The  atcompanyittg  notes  are  aa  lalegral  part  of  these  statements. 

• 
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Principal  Statements  _ 

Department  of  Defense 

DefeoK  Business  OpemtioBS  Food 

Statement  of  Operations  and  Cbanset  In  Net  Position 

For  the  Period  Ended  September  30j  1996 

(Thousands) 

REVENUES  and  financing  SOURCES 

1.  Appropriated  Capital  Used 

2.  Revcjtufis  fi«n  Sales  of  Goods  and  Smices 

a.  To  the  Public 

b.  Intragovennnenia] 

3.  IzMcrest  aod  Penalties,  Kcm-Fcderal 

4.  bilertst,  Federal 

5.  Taxes  (Note  21) 

0.  Odicr  Revenues  and  Financins  Sources  (Note  22) 

7,  Less:  Taxes  and  Receipts  Transfenred  to 
die  Treasuiv'  or  Other  Agencies 
R  Total  Revenues  and  Financing  Sources 

EXPENSES 

9.  ProgiazD  (»■  Opcraibg  Expenses  (Note  23) 

JO.  Cost  ofCoods  Sold  (Note  24) 
a  To  the  Public 
b.  Intragovcmmental 

11.  Depredatian  and  Amortization 

12.  Bad  Debts  and  Writeoffs 

13.  Interest 

a.  Federal  Financing  Bank/Treasury  Borrowing 

b.  Federal  Securities 

c.  Other 

14.  Other  Expenses  (Note  25) 

15.  Total  Expenses 

16.  Excess  (Shortage)  of  Reyeoues  and 
Financing  Sources  Over  Total  Expenses 
Before  Extraordinary  Items 

17.  Plus  (Minus)  Extraordinary  Items  (Note  26) 

18.  Exocss  (Shortage)  of  Revenues  and 
Fioancizig  Sources  Over  Total  Expenses 


$852,654 

$14,603 

6.622,847 

9,741,083 

65.735,629 

65,982,683 

0 

0 

0 

0 

0 

0 

497.984 

857,435 

0 

0 

$75,709,114 

$76,595,804 

SI  1, *10.594 

$7,781,468 

5,941338 

7315,277 

54.860,679 

55,823,923 

852336 

833,555 

11,984 

23,463 

0 

0 

0 

0 

653 

14,514 

2,911,104 

S.344,789 

$76388,688 

$80,136389 

(52^.574) 

($3,541,ISS) 

42*^9 

(64M.793) 

(t2251,?lS) 


The  accompanying  notCf  are  aa  luteal  part  of  these  statements. 


($10,079.97$) 
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Principal  Statements 


Department  af  Defense 

Defease  BusiiiMs  Operations  Fund 

SUtejDent  of  Operations  and  Changes  in  Net  Positias 

For  the  Period  Ended  September  30, 1996 

(Thousands) 

EXPENSES,  Continued 


19.  Net  Position,  Denning  Balance,  as  Previously  Stated 

20.  Adjustments  (Note  27) 

21 .  Net  Position,  Beginning  Balance,  as  Restated 

22.  Excess  (Shortage)  of  Revenues  and 
Financing  Sources  Over  Total  Expenses 

23.  Plus  (Minus)  Non  Operating  Changes  (Note  2S) 

2C  Net  Position,  Ending  Balance 


S76,930,1J1 

(S,625,m) 

$71,504,233 

(2,251,315) 

4,$05,630 

S?3,>S8,548 


S«S,497,457 

1,402,641 

S86m098 

(10,079,978) 

(3>S22,061) 

$75,198,059 


The  accompanySitg  notes  are  ao  integral  part  of  these  stafeznentst 
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Principal  Statements  _______ 

Drpartiaent  of  Defence 

Defense  Business  Operations  Fund 

Staiemeat  of  Cash  Flaws 

For  the  Period  Ended  September  30. 1^96 

(Thousands) 

CASH  FLOWS  FROfd  OPEBATING  ACTIVITIES 

1.  Excess  (Shortage)  of  Revenues  and  Financing 
Sources  Over  Total  Expenses 

Adjusooenis  afifectiDg  Cash  Flow: 

2.  Appropriated CapiiBlUsed 

3.  Decrease  (Increase)  in  Accounts  Receivable 

4.  Decrease  (Increase)  in  Other  Assets 

5.  Increase  (Decrease)  in  Accounts  Payable 

6.  Increase  (Decrease)  in  Other  Liabilities 

7.  Dcpreciatioii  and  Amortization 
&  Other  Unfunded  Expenses 

9.  Othei  A^usiments 

10.  Total  Adjustments 

11.  Net  Ca^  Provided  (Used)  by  Operating  Acrivitics 

CASH  FLOWS  FROM  LNYESTSSC  ACTIVITIES 

12.  Sale  ofProperty.  Plant  and  Equ^nncjit 

13.  Purdiase  of  Property,  PlaiU  and  Equipment 

14.  Sale  of  Securities 

15.  Purchase  of  Securities 

16.  CoUccrion  of  Loans  RcocK-abk 

17.  Creation  of  Loans  Receivable 

18.  Other  Investing  Cash  Provided  (Used) 

19.  Net  Cash  Provided  (Used)  by  Jovestlng  AciWiiies 
CASH  FLOWS  FROM  FINANCING  ACTIVITIES 

20.  Appropriations  (Current  Wanants) 

21.  Add: 

a.  Restorations 

b.  Transfers  of  Cash  from  Others 

22.  Deduct: 

a.  Withdrawals 

b.  Transfers  of  Cash  to  Others 

23-  Net  AppK^ations 

The  accenpanying  notes  are  an  integral  part  of  these  statements. 


($2,251.315) 


(791,862) 

313,738 

(725.609) 

309,858 

(424,525) 

852,335 

(3,323) 

3,545,218 

$3.076.030 

$824,715 


£133.879 

(1,480,787) 

0 

0 

0 

0 

_ 0^ 

($1,346,908) 


0 

4,579,180 

0 

5,132,906 

£324.974 


($10,079.978) 


(14,603) 

620.753 

10,326,451 

1,253,805 

1,108,321 

849,641 

(171,027) 

(1246,466) 

$12,726,875 

£2,646,897 


$9,069 

(505392) 

0 

0 

0 

0 

0 

(£496323) 


$1,117,870 

0 

3,885,964 

0 

4,956.838 
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_  ___  Princioal  Statemente 

DcjMirtment  of  Defense 
i>cfcn$e  Businns  Optritions  Pitnd 

Statemtzit  of  Citb  Flows 

For  the  Period  Ended  September  30»  1996 
(ThousandO 

CASH  FLOWS  FROM  FINANCING  ACTTVITTES,  Continued 

1996 

1553 

24.  Bonrowijis  from  the  Public 

25.  Repayments  dd  Loans  to  the  Public 

26.  Bonwing  from  the  Ticasuiy  and  the  Federal  Financing  Bank 

27.  Repaymeots  on  Loans  from  the  Treaeiuy  and  the  Federal 

Financing  Bank 

28.  Other  Borrowings  and  Repayments 

SO 

0 

0 

(49,344) 

0 

$0 

0 

0 

0 

0 

29.  Net  Cash  Provided  (Used)  by  Finincing  Activities 

S275.630 

$46,996 

30.  Net  Cash  Provided  (Used)  by  Operating, 
bivesling  and  Financing  Activities 

(S24«^«3J 

$2,197,570 

3L  Fund  Balance  with  Treasury,  Catdi,  and 

Foreign  Currency,  Beginning 

4,648,229 

2,459,287 

32.  Fund  Baiancew'ith  Treasury,  Cash,  and 

Foieign  Cuireiu^,  Ending 

$4,401,666 

$4,656,857 

Sappteiqental  Discloiureof  Cash  Flow  Information: 

1996 

1995 

33.  Total  Interest  Paid 

$3,062 

$14,512 

SuppJeneiiUl  Schedule  of  financing  and  Investing  Activity; 

1996 

1995 

34.  Property  and  Equipment  Acquired  Under 

Capital  Lease  Obligations 

SO 

$0 

35.  Property  Acquired  Under  LQRg<Tenn  Financing 

Arrangeaicnts 

$0 

$0 

36.  Other  Exchanges  orNon*eash  Assets  or  Li^ilities 

SI, 417, 377 

$1,387.79? 

The  accompinyiog  aoies  are  an  integral  part  of  these  atatements. 
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Principal  Statements 


Tbe  apcpaiptny  iDg  notes  arc  nn  integml  part  ot  these  statements. 
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Footnotes 


Footnotes  to  the  Consolidated  Statements 


]MnTF.  1  ■  Kwmmarv  nf  Slpiificant  A«t01intil1g 

A.  BasisofPre*«latioD 

These  finannial  statanents  have  been  prepared  to  rqxiit  the  financial  ^sWo^d  results 
of  operations  of  the  Defense  Business  Operations  Fund  (pBOF), 

Financial  Officeis  (CFO)  Act  of  1990.  and  o&er  ^ipropnate  legislanon.  Tte  information 
w'as  derived  from  a  consoUdation  of  the  nepoiU  provided  by  the  vanous  DoD  compont^.  TTie 
siatements  wetepr^ed  in  accordance  with  DoD  guidance  on  the  form  and  content  of  the 
financiai  statementeS  adopted  fiom  0MB  Bulletin  No.  94-01,  ;Torm  ^  Content  ofA^y 
Financial  StatemMits,”  and  subsequent  issues.  Information  <m  classified  opra^ons  to  been 
aegnsated  and  rqwrted  in  such  a  manner  that  it  is  no  ionger  classified,  liffla&nd  din^anoiK 
v^^Lludedfor  Amy  and  Nav>>  installations  ool}'.  At  this  time  accountog  systems  mi^bj 
other  entities  do  not  have  the  capability  ofbrealdngtwt  uiln«limmatioa^otm^oii  Th^ 
amounts  presented  in  flw  financial  statements  arc  rounded  to  the 

IndiviiM  business  area  statement  line  items  may  not  total  to  the  consohdatmg  statements 
result  of  roTUiding. 


B.  Reporting  Entity 

Historically  the  individual  DoD  entities  have  operated  a  significam 
commercial  and  industrial  fadlities  under  a  revolving  fund  concept.  Beginmng  1991  tti 
funds  were  owsoUdated  to  form  the  Defense  Bnaness  Operation  Fund  represented  by  basic 
symbol  97X4930. 


C.  Budgets  tad  Budgetary  Accounting 

DBOF  is  financed  through  woiking  coital  revolving  fimds  designed  to  provide  an 
effective  means  of  fmancing.  budgeting,  accounting  for.  and  controlling  ^rtoty,  0^“  “ 
costs  of  piotdding  services  used  to  sqipott  both  peacetime  and  wartmie  operations. 

The  DoD  expanded  flie  use  of  business  fike  financial  man^emMit  practices  ttoou^  fl« 

establishmentofthe  DBOF  on  October  1, 1991.  TIte  fund  operates  wi*  financial  pi^iples  that 

Dtpvide  improved  cost  visibiKty  and  accountability  to  enhance  busing  ^agraent  and 
^ve  the  decision  making  process.  Tbcfimd  builds  on  revolving  fimd  principles  F«viously 
used  for  industrial  and  commercial-type  activities. 
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Footnotes 


The  Department*5  working  capital  funds  are  primarily  included  v^Hthin  the  Fund  and 
finance  IndusrHal  and  commercial  type  transactions.  Supply  Management  and  Distribution 
Depot  funds  are  composed  of  four  divisions  administered  by  the  Departments  of  the  Army, 

Navy,  AXt  Force  and  the  Defense  Logistics  Agency.  These  activities  provide  supplies  and 
inventories  to  the  Department  organizations  on  a  commercial  basis.  Receipts  derived  from  resale 
operations  are  nonnally  available  in  their  entiret>'  for  use  witiiout  further  congressional  action. 

In  fiscal  year  1996,  these  rcvohdng  funds  recorded  an  operating  deficit  of  S2.813  billion. 


Supply  Management  and  Distribution  D^t 
S^es.  Costs  of  Sales  and  Expenses, 
and  Net  Operating  Results  by  Division 
(in  diousands) 


Divisioi) 

Anny 

Nav)' 

Air  Force 
Defense  Agencies 
Total 


■  Sales _ 

$  10,505,150 
6,687,096 
12,788,660 
.  l92Q0.m 
S  49. 181.719 


Cost  of  Sales 
andE^epenscs 
$  10,316,617 
10,764,153 
10,626,088 
.  20,287,390 
851.994248 


Net  Operating 

,  ■Results _ 

S  188,533 
(4.077,057) 
2,162,572 
(1.086,577) 
2,812.5291 


Amounts  shown  are  after  extraordinsiy  items  and  before  eliminations. 


The  Department's  industrial  funds  ate  also  included  within  the  Fund  and  ate  composed  of 
four  divisions:  Anny,  Navy,  Air  Force,  and  Defense  Agencies.  These  divisions  provide  services 
to  other  DoD  Components  tiixDugh  buyer-seller  relationships.  Airlift/sealift,  Navy  research  and 
dcvelopmcQt,  and  depot  maintenance  cmnprise  the  most  significant  portion  of  the  fund  activity 
accountii^  for  77  percent  of  the  tot2Q  fond  revenues  in  fiscal  year  1996.  The  fond  recorded  an 
operating  profit  of  $61 0  million  in  fiscal  year  1 996  due  to  industrial  fund  type  work. 


Depot  Maintenance 

Revenues,  Expenses,  and  Net  Operating  Results  by  Division 
(in  thousands) 


I>ivis.ifin 

Army 

Navy 

Air  Force 

Defbise  Agencies 

Total 


.  Revgings 
$2,236,292 
17,691,416 
4,501,535 
8,625,499 
$33J)54J42 


■  Expenses 
$2,154,093 
17,058,786 
4,539,823 
.  i,691^40 
$32.444.642 


Net  Operating 

_ Results _ 

$82,199 
632,630 
(38,288) 
,  (66.441) 
£610.100 


Amounts  shown  arc  after  extraordinary  items  and  before  eUminations. 
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D.  Basis  of  Accounting 

Transactions  arc  recorded  on  an  ajccnial  accounting  basis  and  a  budgetary  basis.  Under 
the  accrual  method*  revenues  are  recognized  ^vhen  earned;  expenses  are  recognized  in  the  period 
a  liability  h  incuned  Supply  Management  business  area  recognizes  the  cost  of  goods  sold  or 
services  provided  and  revenue  when  items  are  shipped  or,  if  Foreign  Military  Sales  customers, 
when  the  item  is  accepted.  Budgetary'  accounting  through  unique  general  ledger  accounts 
^cilitates  compliance  with  legal  constraints  and  controls  over  the  use  of  federal  iunds. 
Accounting  policy  requires  the  installation  to  record  the  accrual  based  on  receipt  of  die  receiving 
report. 

£.  Revenues  and  Other  Financing  Sources 

Revolving  fiind  appropriations  are  funded  by  revenues  generated  by  sales  of  goods  or 
services  through  a  reimbmrsable  order  process.  This  process  allows  the  scU^  to  increase  funds 
available  by  increasing  the  cost  of  the  supplies  and/or  services  supplied  to  the  customei.  Funds 
received  prior  to  delivery  of  the  goods  or  services  are  treated  as  unearned  revenue  and  recorded 
as  a  liability. 

F.  Funds  with  U.  S.  Treasury 

It  was  deteimined  that  ca^  control  for  the  Defense  Business  Operations  fund  would  be 
maintained  by  the  Army,  Navy,  Air  Force,  and  the  Defense  Logistics  Agency  (for  all  Defense 
Agencies).  Therefore,  receipt  and  disbursement  balances  are  transfeiTed  from  the  business  area 
level  to  the  service  corporate  level  at  the  begimiing  of  each  fiscal  year.  As  a  result,  the  financial 
statements  at  the  business  area  level  do  not  contam  cumulative  cash  balances. 

Fund  Balance  With  Treasury  was  adjusted  for  the  amount  of  undistributed  disbursements 
and  collections  reported  in  the  departmental  expenditure  system.  These  transactions  represent 
in-float  (undistributed)  transactions  that  have  not  been  recorded  by  the  charged  funded  station  in 
the  same  month  die  disbursement  was  processed. 

G.  Accounts  Receivable 

Accounts  Recdvable  is  adjusted  for  the  amount  of  undistributed  collections  reported  in 
the  departmental  c:q?ezidtture  system.  These  transactions  represent  in-float  (undistributed) 
transactions  that  have  not  been  recorded  by  the  charged  funded  station  in  the  same  month  the 
disbursement  was  processed.  Accounts  Receivable  also  includes  the  account  Refunds 
Receivable. 


21 


53 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


Footnotes 


H,  Inventories 

DoD  designates  inventory  as  the  aggregate  of  tangible  personal  property'  items 
categorized  a$  eidier  consumable  or  depot  level  repairable  items.  Invezitoty  items  axe  either 
held  for  sale  to  DoD  users  (or  to  other  authorized  customers^  including  U^.  allies)  in  the  ^ 
ordinary'  course  of  Defense  operations,  2)  in  the  process  of  repair  or  production  for  resale,  3)  to 
be  currently  consumed  directly  or  indirectly  in  the  production  of  goods  or  services  for  sale,  or  4) 
held  for  future  use.  Inventories  are  carried  at  standard  prices  (established  by  Anny  or  Defense 
Logistics  Agency)  Arou^ut  Ac  year,  as  required  by  DoD  accounting  directives. 


1.  Property,  Plant,  and  Equipment 

The  General  Accounting  Office  (GAO)  has  detciraincd  that  real  property  used  by  the 
DBOF,  but  under  juiisdicdon  of  the  NClitary  D^artments,  represents  an  asset  of  the  DBOF.  To 
show  the  full  costs  of  all  resources  and  assets  used  in  DBOF  operatioixs,  Ae  value  of  such 
property  is  reported  on  the  financial  statements  as  part  of  entity  property,  plant,  and  equipment. 

Losses  are  recognized  in  Ae  Statement  of  Operations  for  Ae  loss  of  equipment. 
Depreciation  for  revolving  fond  property'  and  equipment  is  calculat^  using  Ae  straight  line 

meAod.  Routine  maintenance  and  repair  costs  arc  expensed  when  incurred. 


Prepaid  and  Deferred  Charges 

Payments  in  advance  of  Ac  receipt  of  goods  and  services  are  recorded  as  prepaid  charges 
(advices)  at  Ae  time  of  prepayment.  They  arc  recognized  as  expenffitures/expenses  when  Ae 
related  goods  and  services  are  rtcetved- 


K.  Animal,  Sick,  and  OAer  Leave 

Civilian  leave  is  accrued  as  earned  and  Ae  accrued  amounts  are  reduced  as  leave 

is  taken.  The  balances  for  annual  leave  at  Ae  end  of  Ae  fiscal  year  reidect  current  pay  rates  for 
Ae  leave  Aat  is  earned  but  not  taken.  Sick  and  other  types  of  nonvested  leave  are  exposed  as 

taken.  Amwialleaveisaccniedasitiseanicdand  Ac  accrual  is  reduced  as  leave  is  taken.  Each 

year,  Ae  balance  m  the  accrued  annual  leave  account  is  adjusted  to  reflect  current  pay  rates. 


L-  Accoimts  Payable 

Accounts  payable  for  goods  and  services  are  recognized  based  upon  receipt  of  a  receiving 
report  providing  notification  of  acceptance  of  goods  or  SCTvices.  Fiscal  stations  may  recoM 
obligations,  accruals,  and  expenses  simultaneously  when  jnrparing  obligation  documents  for 
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- - - - - Footnotes 

navel,  iraaqwrtation,  or  for  documents  wifo  small  amounts  (Le. ,  $1 ,000  <»•  less).  These  actions 
assume  that  receipt  vAW  take  place  within  30  days  of  obligation. 

Accounts  Payable  is  adjusted  for  the  amount  of  undistributed  disbursements  reported  in 
the  departmental  expenditure  system.  These  transactions  represent  in-float  (undistributed) 
disbursements  for  transactions  that  have  not  been  recorded  by  the  charged  funded  station  in  the 
same  month  the  disbursement  wzs  processed. 


M.  Accrued  Payroll  and  Benefits 

All  civilian  payroll  earned  but  not  paid  is  accrued  io  the  financial  statem^ts  as  a  non- 
foderal  liabili^. 


N.  Deferred  Revenue 

Unearned  revenue  recorded  as  other  liabilities  r^resent  payments  received  in  advance  of 
the  delivery  of  goods  or  services.  This  acuon  did  not  change  customer  order  acceptance 
procedures,  the  obligation  of  customer  funds  or  the  scheduled  accomplishment  of  the  orders. 
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Footnotes 

Notel.  Fund  Balance  wSth-Toiagurv 

B.  Defense  Business  Operations  Fund  Acti\nties  Below  U$D(C)  Level 

- EnintyAsstls. 

Enmds.Collmgd 

Funds  Disbursed 

Beriming  Balance 

S  7,146,350 

Transfers  of  Cash  to  Otiiers 

S  9,6}0..275 

Transfers  of  Cash  from  Others 

8,072,098 

Funds  Collcscted 

68,458,440 

Funds  Disbursed 

69.644,947 

Total 

$79^75222 

C.  Business  Operations  Fund  Activities  and  All  Other  Funds  and  Accounts 

-  .  Non-Enthv  Assets 

Funds  CoJilected 

FmdsDjsbwsfld 

Beginning  Balance 

$  149,712 

S  131,422 

Funds  Collected 

25,186 

Funds  Disbursed 

_ 21.522 

Ending  Balance 

S  174.898 

U51S6! 

D-  Other  Information:  Kon-entity  assets  represents  aznoimts  included  in  temporar>'  suspense 

vjfdQh  arc  forwarded  lo  non-DBOF  recipients. 

Note  3.  Ca8b>  Foreign  Currency  and  Other  Monetary  Assets 

Ectiry.AseB 

ljac:En,tity.AaHts 

A.  Cash 

$1 

B.  Foreign  Currency 

C.  Other  Monetary  Assets 

,  . 

D.  Total  Cash,  Foreign  Currency  and 

Other  Monetary  Assets 

S-0- 

Noted.  Investments  fNot applicable.') 
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Footnotes 


KfitfeS.  Accfttinls  Receivable 

Gross 

Amount 

Due 

Allowance 
For  Estimated 
UncohecUbkg 

$  11,597 

5,764 

Allowance 

Method 

Used 

Net 

Amount 
JJue  - 

A-  Entity  Receivables 
Intragovemnicntal.  Net 
Oovemmenta],  Net 

$  5,177,165 
2,212,621 

See  Item  C 
See  Item  C 

S  5,165,568 
2,206,857 

B.  Non  Entity  Receivables 
Ictzagovemmental,  Net 
Govemmental,  Net 

S-O- 

-0- 

"0- 

$-0- 

-a- 

C.  Other  lufonnation:  Method  of  calculating  the  allowance  varies  for  each  department  and 
agencY- 


Nntf.  Other  Fndftrat  ffnfragpYcriimffltal)  Md  ^oy^-F<!^^pral  ffiovemmenUl)  A wgts 

A.  Other  Entity  Assets 

1.  Federal (IntiagovcTiimental) 

a.  Advances  to  US  Printing  Office 

b.  Supply  Management 

c.  Other 

Total 

2.  Non-Fcdcral  (Govenmiental) 

B.  Other  Non-Entity  Assets 

1.  Federal  (Intragovemmciital) 

a,  Equipment 

2,  Non-Federal  (Governmental) 

C.  other  Monaation:  The  $375,620  in  Note  6.C.l(a)  reports  the  FY  19%  gross  vdm  of 

Individual  Material  Readiness  List  (JMRL)  equipment  as  requited  by  the  ASN(FM&C). 
NAVAUDSVC  Audit  report  044-95  has  questioned  the  inclusion  of  IMRL  in  this  section  of  the 
stalement  of  Financial  Position.  Recommendatitm  83  recommended  USIKC)  prepare  and  issue 
clarifving  guidance  in  the  area  of  sponsor  provided  assets  and  Non-Entity  Assets.  Pending 
USIXC)  guidance,  DON  wUl  continue  to  report  IMRL  as  Non-Entity  Assets  at  *e  depaitmeiM 
levd  only  as  agreed  to  ina  joint  meetmg  among  NAVAUDSVC,  DFAS  Headquarters,  DFAS- 
Cleveland  snd  DON  on  21  July  1995. 


Loan  Guarantees. Non-PederalBonwcrs  (Not applicable.) 


$2 

858,338 

96.097 

S9S4.437 

$-0- 


$375.620 

■ _ 
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Inventory 

Allowance 

Inventory 

Valuation 

Inventory  Categories: 

Anoimt 

for  losses 

-  Net 

Ji!taho4 

1.  Held  for  Cunent  Sale 

2.  Held  in  Reserve  For 

Future  Sale 

3.  War  Reserve  Maieriel 

4.  Excess,  Obsolete  and 

$  50,80S,834 

345,988 

3,621,884 

$7,07J^K 

$  43, 737,578 

345.988 

3,621,884 

See  IremB. 

Unserviceable 

14,517,968 

11,646,875 

2,871,093 

S.  HddforKepair 
Total 


2>3S4.g78 


fi,  Other  Infoimation:  Method  of  valuing  inventor}'  >'aries  for  each  department  and  agency. 
Inventor}'  values  j»cscntcd  are  generally  a  combination  of  latest  acquisition  cost  and  standard 
price  as  set  by  service  inventoiy  control  point.  Excess,  obsolete  and  unserviceable  inventoiy  has 
generally  been  revalued  to  its  net  realizable  value. 


Work  In 
Process 

Valuation 

.Amount 

.Method 

Work  in  Process: 

1.  In  House 

S  1,987,978 

See  Item  B. 

2.  Contractor 

488,391 

3.  Other  Govemtnent 

Activities 

263S2 

4.  Govermnent  Furnished 

Materials 

_ 21S26 

Total 

82.526.277 

B.  Other  Information:  Work  In  Process  represents  labor,  material  and  overhead  cost  incurred 
during  the  period  but  not  recognized  as  revenue.  Valuation  mctiiods  var}'  between  the  $er%’ices 
bm  include  actual  costs  and  weighted  avers^e  methods  of  detennination. 
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Note  to.  Operatiiig  MUeriats  and  Soppliei  fOM&S>.  Net 


OM&S 

Allowance 

OM&S, 

Valuation 

Amount 

fpj  Losses 

Net 

Method 

OM&S  C^cgorics: 

1.  Held  for  Use 

S  1,486.764 

S  10,898 

$  L475,S66 

See  Item  B. 

2,  Held  in  Reserve  for 

Future  Use 

34,265 

34,265 

See  Item  B. 

3.  Excess,  Obsolete  & 

Unserviceable 

26.529 

26J29 

See  Item  B. 

Total 

S  1 .547.558 

»  1  >  Ml"  S 

..$10,898 

$1.516.660 

B.  Other  rnformatioa:  Valuation  inethod  varies  wth  reporting  ser\ace.  Data  presented  is  a 
combination  of  latest  acquisition  cost,  weighted  average  and  standard  ^ce  as  set  by  the  service 
invetitoty  control  point. 

Note  11  >  Stockpile  Materials  (Not  applicable.) 

NfltfrJ?.,  S^iZtfdPtPitfrg  (Not  applicable,) 

Note^l^.  Eorfeifed  PrnpertvJto  (Not  applicable.) 

Note  14.  Goods  Held  Under  Price  Support  andi;iabilizatiQiL3^ograms.Net  (Not 
applicable.) 
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Kntr  IS.  Frnpftrtv.  «"■»  Enultutient  Mrf 


riasces  of  Fhtffd  Assets 

A,  Land 

B.  Structure,  Facilities,  and 

Leasehold  Improvements 

C,  Military  Equipment 

D.  ADP  Software 

£.  Equipment 

F.  Assets  Under  Capital 

Lease 

G.  Odicr 

H.  Natural  Resources 

L  Construction-in-Progress 

Total 


Depreci¬ 

Net 

ation 

Service 

Acquisition 

Method?. 

LifelL 

Values 

$141,560 

SL 

11-20 

11,723,327 

SL 

6-iO 

2,348,026 

SL 

1-5 

1,008,926 

SL 

6-10 

7,511,875 

SL 

6-10 

9,243 

SL 

6-10 

45,096 

318,350 

1  950  852 

*25.032.255 

Met 

Accumulated 

Book 

_ Depn — 

Value 

$  141,560 

$6,085,077 

5,638250 

1,214,535 

1,133,491 

547.582 

461>W 

4,892,419 

2,619.456 

3.453 

5,790 

26,239 

18,857 

318,550 

2J165  _ 

1.928.787 

S12.773.37Q  $ 

;  12.265.885 

J  O&erinfbnnation:  Dejweciation  meUiodwifliinDoD  is  consisteirtly  straight  line;  however, 

s^ce  Ufc  varies  sKghtly  by  leporting  service/agency .  Service  life  diown  represents  fte  most 
commonly  used  life. 


*  Keys: 

Pgiredation  Methods 
SL- Straight  Line 
DD  -  Double-Declming  Balance 
S  Y  -  Sum  of  die  Years  Digits 
EM  •  Interest  (sinking  fund) 

PR  -  Production  (activity  or  use  method) 
OT  -  Other 


^flnge  ftf  Service  Life 
1-5  -1  to  5  Years 

6-10  -5  to  10  Years 

n-20  -  llto20Yeai:s 
>20  -Over  20  Years 
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Ngtt  Pfebt 

Liabilities  Covered  By  Beginning  New  Repay-  Ending  Re- 

Budgetary  Resources  Balance _  BoiTOwipgS  mentS—  Balance  fmanoing 

A.  InTragovemmcntal  Debt: 

1.  Borrowing  firom  the 
Treasury 

2.  Borrowing  ftom  Fed¬ 
eral  Finandng  Bank 

3.  Borrowing  from  Other 
Federal  Agencies 

Total  Intragovemmental 
Debt 


liabilities  Not  Covered  by 
Btidgetaiy  Resources 

B.  1.  Public  Debt: 

a.  Held  by  Goverament 

Accounts 

b.  Held  by  Public 

c.  Total  Public  Debt 

2.  Agency  Debt: 

a.  Held  by  Govennnent 

Accounts 

b.  Held  by  Public 

c.  Total  Agency  Debt 

C.  Total  Liabilities  For  Debt  _ _  _  _  _  _ 

Not  Covered  by 

Budgetary' Resources  _ S-0-  S-0-  S-0- 

a  TotalDebt  $1,432JQS  S-0-  Sm345  SJ.3g2.7^3  S-0- 

E.  Other  Information:  Balance  remaining  is  the  principle  balance  left  on  a  program  which 
prox'ides  ships  for  time  charter  to  die  Military  Se^fl  Command  to  meet  requirements  not 
available  in  the  marketplace.  Additional  information  on  these  loans  can  be  found  in  the  l^anclal 
statements  for  the  Navy  Transportatioii''Mi]itar>'  Sealift  Command  and  the  U.S.  Transportation 
Command. 


S  1,432,108  $  49,345  J  1382,763 


$1.432.108  _  SrO.  $49345  $  1>382,763  _  S-^O-- 
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A.  Other  Liabilities  Covered  by  Budgetary  Resources: 

Non- 


L  Intragovemmental 

a.  Unearned  Revenue,  Advances 


Current 

Labilities 


Current 

Liabilities 


From  Gov*t  and  Funds 

S  65,449 

$  1,604, OSO 

$  1,670,529 

b.  Unearned  Revenue,  Intra-DoD 

784,624 

784,624 

c.  Contingent  Liabilities 
d  Liability  for  Property  Furnished 

98,640 

98:640 

by  Odiers 

588,188 

588,188 

e.  Progress  Billings  to  Others 

609,449 

609,449 

f.  Reserve  for  Equity  for  Others 

161,132 

161,132 

g.  Suspense  Account 

21,987 

21,937 

h.  Miscellaneous  Other  Liabilities 

1.407.609 

..  204.215 

.1.611.824 

Total 

S  1.474.05S 

X4.072.215 

5  5,546.273 

OovemmeiLtal 

a.  Contract  Holdbacks 

b.  Unearned  Revenue,  Advances 

$  15,719 

$15,719 

From  Public 

105,868 

105,368 

c.  Deferred  Credits 

564,124 

1,795 

65,919 

d  Accrued  Bxp^es-Other 

2,952,380 

2,952,380 

e.  Other 
Total 


B.  Other  Liabilities  Not  Covered  by  Budgetary 
Resources: 

\.  Intmgovermnental 
Total 

2.  Governmental 

a  Canceled  Budget  Authority 
b.  Acquired  Leave  Liability 
Total 
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Note  18.  Leases 


A.  ENTITY  AS  LESSEE 


Capital  Leases 


Summary  of  Assets  Under  Capital  Lease: 

Land  and  Buildings 

$-0- 

Machinery  and  Equipment 

3,281 

Other 

2,746 

Accumulated  Amortimtion 

2.405 

DesciipUon  of  Lease  Arrangements:  Data  processing  equipment  and  software  dq)ieciated  over  a 
period  of  3  to  5  years  at  various  Defense  Megaccntcrs. 


Fnture  Payments  Due 

Asset  Categon.' 

Fiscal  Year 

0) 

(2) 

(3) 

Totals 

Yearl 

S  1.084 

528 

S  1,612 

Year  2 

596 

538 

1,134 

Years 

165 

347 

512 

Year4 

151 

33 

184 

Years 

After  Years 

151 

29 

180 

Total  Future  Lease  Payments 
Less:  Imputed  Interest 
Executory  Costs 

S  2,147 

S  1,475 

$3.€22 

Total  Capital  Lease  Liability 

.  s,-o- 

8  2.147 

'  8  1.475 

$3.622 

Opetating  Leases 

Description  of  Lease  Aitangements:  Defense  Information  Systems  Agency  {DISA}  Denver 
office  bmlding  lease  contact  1994-1 999. 


Future  Payments  Due 

Fiscal  Year 
Yearl 
ycar2 
Year  3 
Year  4 
Year  5 
After  Years 

Total  Future  Lease  Payments 


Asset  CatcgQr>^ 
(1)  (2) 
$472 
472 


(3)  Totals 
$472 
472 


$944  S-O-  $-0-  $944 
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Note  19.  Pensiow  and  OttetAJuanalLiabllMes 


Actuarial 

Present 

Value  of 

Assets 

Assumed  Available 

Unfunded 

Major  Program 

Projected 

Interest  to  Pay 

Actuarial 

Ac!ti\itic5 

Plan  Benefits 

Rale  n%)  Benefits 

Liability 

A.  Pension  and  Health  Plans 

S33 

S33 

B.  Insurance/Aniiulty 

Programs: 

C.  Other: 

1.  Workman's  Compensation 

D.  Total 

$48,886 

-  S4851S 

■  S33 

$48,886 

Note  20.  Netrositioii 

Revolving 

Appro- 
Trust  printed 

Fnnds 

Is&ai 

A.  Unexpended 
^propriations: 

1.  Unobligated, 

a.  Available 

S  1,493,290 

%  1,493,290 

b.  Unavailable 

(225,439) 

(225,439) 

2.  Undelivered 

Orders 

56,442 

56,442 

B.  Invested  Capital 

113,173,469 

113,173,469 

C.  Cumulative  Results 

of  Operations 

(33,826;22«) 

(33.S26,22S) 

D.  Other 

(6,677,115) 

(6,677,115) 

E  Future  Funding  Requiiements 

_ 035.871) 

_ cimzn 

F,  Total 

AsQi  173.8S8.S4g 

G.  Other  Infonnadon:  Appropriations  unavulablc  r^resents  balances  picked  up  during  the 
original  capitalization  of  tlw  Anny  Industrial  Fund.  This  amount  was  transfwred  forward  with 
the  creation  of  DBDF. 


Jaxgs  (NoiappKcabIc.) 
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Other  Revenues  and  Financing  Sources: 

1.  Other  Miscellaneous  Gains  S  48,777  $214,641 

2.  Miscellaneous  Rcimburscrncms  70,501  251,600 

3-  Claims  42,113  (34,289) 

4.  Invested  Capital  724  724 

5.  Recoveries  fi-om  Transportation  and  Port  Handling  6  929 

6.  Other  Revenue  170,450  199,565 

7.  Supply  146,426  214»994 

8.  Base  Support  22  26 

9.  Maintenance  1R965  9,245 

Total  M?im 


1SS£ 

1995 

.  operating  Expenses  by  Object  aassificatkm: 

1.  Personal  Services  and  Benefits 

$2,947,803 

$2,457,591 

2.  Travel  and  Transportation 

1,378,985 

1323,847 

3.  Rental^  Communication  and  Utilities 

97,408 

122,263 

4.  Printing  and  Reproduction 

27,073 

26,586 

5.  Contractual  Services 

5330,372 

3,155,608 

6.  Supplies  and  Materials 

175,010 

158,697 

7.  Equipment  not  Capitalized 

136,606 

155,818 

8.  Grants,  Subsidies  and  Contributions 

2,133 

964 

9.  Insurance  Claims  and  Indemnities 

25,835 

14,153 

10.  Other  (describe) 

a.  Interest 

679 

1 

b.  Other 

..■I.688.6W 

_ mm 

1 1  ^  Total  Expenses  by  Object  Class 

$J1,810.594 

S7.7S1.468 

65 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


Footnotes  _ _  _ 

CrtittofGoods  and  ScnricCT  Sold 


A.  Cast  of  Services  Sold 

1.  Beginning  Work-in-PTOcess  $2,680,960 

2.  Plus:  Operating  Expenses  30,537,506 

3.  Minus:  Work-in-Pfocess  2,526,277 

4.  Minus:  Completed  Work  for 

Activity  Retention  - 2  L445 

Cost  of  Services  Sold  $  30,670.744 

B.  Cost  of  Material  Sold  irom  Inventory 

1.  Beginning  Inventory -L  .A.C.  $  70,832,142 

2.  Lc»:Beginnu^  Allowance  for  Unrealized 

Holding  Gains  (Losses)  9,836,989 

3.  Plus:  Purchases  at  Cost  29,409,343 

4.  Phis:  Customer  Returns  -  Credit  Given  3,962,549 

5.  Plus:  DLR  Exchange  Credits  3,269,423 

6.  Less:  Inventory  Losses  Realized  3,01 9,826 

7.  Less:  Ending  Invcntoiy  -  L.A.C.  81,378,904 

8.  Plus:  Ending  Aliowance  for  Unrealized 

Holding  Gains  (Losses)  21,073,010 

9.  Less:  Equity  Transfers  of  Inventory  to  Others  274,069 

10.  Plus:  Equity  Transfers  of  Inventor^'  from  Others  — 1,174,256 

Equals  Cost  of  Goods  Sold  from  Inventory.  $  3$,210»935. 

C.  Intra  eKminations  — 5^97^,662 

D.  Total  $60.802.017 


E.  Other  Information:  All  expense  diminations  were  applied  ag^st  cost  of  goods  sold. 
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NflfelS.  Other  Expensts 


1996  1225 


A.  Other  Expenses 


1 .  Transfers  to  Propert>'  and  Disposal 

$9,995,780 

$4,298,363 

2 .  Potential  Excess  Inventory  Loss 

(331,655) 

822,952 

3.  Operating  Materials  and  Supplies  Variance 

3,059 

4.  S^nkage,  Fire,  Theft,  Losses,  etc. 

63,047 

135,548 

5.  Payroll  Variances 

4,171 

6.  Accrued  Annual  Leave 

384 

(5,599) 

7.  Real  Propert)' Maintenance 

954 

8.  Losses  on  sie  of  Fixed  Assets 

6,307 

I,38S 

9.  SujnofUSD(C)  Model  Entries 

(3,868,016) 

10»  Unftuided  Depreciation  Expense 

23,941 

1 1 ,  Prior  Year  Expense  Adjustintmt 

(2,113) 

12.  Sq)ply 

(2,814,889) 

3,704,265 

1 3.  Base  Operations 

323 

14.  Depot  Maintenance 

45.837 

92,778 

15.  Other  Miscellaneous  Losses 

_ amm 

(73QJ24) 

Total  Other  Expenses 

S  8.544.7*9 

Note  26.  Exlraordinan-Itgms 
A,  Extraordinary  Items: 


1 .  Invcotoo'  Losses  ftom  Fire  and  Theft 

(S  13.664) 

2.  Surcharges 

(112.262) 

3,  Extraordinan'  Current  Y car  Expense 

(2.703) 

4.  Passthroughs 

593,917 

5 .  Military  Labor  Variance 

(1,751) 

6.  Reserve  Balancing 

303 

7,  Fixed  Asset  Adjustment 

46 

8.  Litigatioti  over  Sale  of  Ships 

(2.500) 

9.  Depot  Maintenance 

03.12Tt 

Total 

S428.255_ 
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A.  Prior  Period  Adjustments: 

1.  Write-off  ofPrior  Year  Accounts 
Receivable  »nd  Accounts  Payable 

2.  Prior  Year  Dcpteciation 

3.  Duplicate  Entries 

4»  Reconcile  control  to  Subsidiary 

5.  Prior  Year  Bepense 

6.  Inventoiy  Gab/'Loss  Adjnstmait 

7.  Prior  Year  Revenues 

8.  Adjustment  to  C^italized  Assets 

9.  Prior  Year  Unfunded 

10.  Fuels  -  Congressional  Mandated  Refund 

11.  JLSC  Transfer 

12.  Subsistence  Tran^rtation 

13.  Depot  Maintenance 

14.  Transportation 

15.  Supply  Managemcot 

16.  Other 
Total 


$75,996 

114,013 

(12,366) 

(18,871) 

(692) 

{1351,129) 

548,071 

(82,340) 

(66,811) 

(137,600) 

(46,720) 

(19.511) 

(26,959) 

(9.771) 

(4,642,828) 


A.  Increases 

1.  Transftrs-In: 

a.  Cash 

b.  Property 

c.  Transfer  Without  Reimbursement  -  DBOF 

2.  Unexpended  Appropriations 

3.  Donations  Received: 

4.  Other  Increases: 

5.  Total  Increases: 


$2,183,255 

226,448 

759,014 


$4,005,573 

313,683 

27,797,558 

10,853 

566,669 


B.  Decreases 

L  Transfers-Oui: 

a.  Cash 

b.  Property 

2.  Donations 

3.  Other  Decreases: 

4.  Total  Decreases: 


$2,154,365 

1,707,040 


$874,736 

31,671318 

58,802 

6,g4g,6SI 


C.  Net  Non  Operating  Changes  (Transfers) 
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Nofa  29.  Iwtrafund  ElimmatiQTis 
Schedule  A  (Kot  applicable.) 
Schedule  B  (Not  applicable,) 


Schfidulei^ 


Selling  Activity: 

Accounts 

Unearned 

Rsceivablg 

Revcntie 

Revenue 

Collections 

Airoy-DBOF 

S248.S64 

$2,597,023 

n/a 

$  2,618,709 

Naw  '  DBOF 

122,104 

122,104 

Air  Force -DBOF 

16,162 

56,862 

n/a 

DLA-DBOF 

n/a 

disa-dbof 

n/a 

DFAS-DBOF 

n/a 

JLSC-DBOF 

n/a 

DeCA  -DBOF 

n/'a 

U5.TRAKSC0M 

53,063 

30,558 

n/a 

n/a 

Total 

S31S>Q89 

S  2,806.547 

5  7..740.813 

Customer  Activity: 

Accounts 

Pavfthle 

Expenses.. 

Ath'ances 

Dishursements 

Army  -  DBOF 

$211,082 

52,283,481 

n/a 

$  2,297,145 

Navy -DBOF 

21^34 

62,296 

n/a 

60,059 

Air  Force -DBOF 

35,522 

332,251 

n/a 

256,626 

DLA-DBOF 

5,785 

68,777 

n/a 

69465 

DISA-DBOF 

1,245 

5,670 

n/a 

4,627 

DFAS-DBOF 

1,399 

15,274 

n/a 

14,104 

DeCA -DBOF 

1,850 

3486 

n/a 

1,833 

JLSC-DBOF 

31 

344 

n/a 

313 

U.S.TRANSCOM 

2,063 

92405 

n/a 

1,123 

Other 

37.878 

157.4371 

n/a 

35.638 

Total 

S  318.089 

fi  2.S06.547 

n/a — 

S  2.740.813 
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fictiedulf  I) 


Selling  Activitv': 

Accounts 

Unearned 

Receivable 

Revenue 

Reygpne 

Collections 

DBOF 

Unearned  Revenue 

$410,799 

S  33,484,192 

$  190.650 

$23,854399 

Total 

.SlliLZSS  S13iS4J92 

SJ50.65Q 

S23.8543S9 

Customer  Activity; 

Accounts 

F^vahle 

Advances 

Pishutserngnts 

Department  of  the  Army 

S  114357 

$6,077304 

rt/a 

$  5,952.171 

Department  of  the  Nav\' 

20,616 

15,792,050 

n/a 

15,649,002 

Department  of  the  Air  Force 

233,085 

8,4^,875 

n/a 

427,725 

Defense  Business  Operations  Fund 

DoD  Military  Retiremeni  Trust  Fund 

National  Defense  Stod^pile 

Tifa. 

U.S,  Army  Corps  of  Engineers 

tJa 

Other  Defense  Organizations 

42,741 

5,121,963 

n/a 

1,825,501 

Advances 

5  190.650 

Total 

$4jaz92 

133.484.192 

iJ90.&50 

$25,854,399 
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Schedule  E 
Selling  Activity: 

DBOF 

Unearned  Revalue 
Total 

Customer  Activity: 

General  Services  Administration 

Agricultuie 

Interior 

NASA 

State 

Transportation 
Treasury 
Veterans  Affairs 
Justice 

Federal  Etne^ency  Management 

Defense  Security  Assistance  Agency 

Other 

Advances 

Total 


Accounts 
Receivable 
$  76,942 

Revenue 
$  1.232,453 

Unearned 

Revenue 

Collections 

$562,235 

S76.942 

3-Q- 

£  562.235 

Accounts 

Payable 

Expenses 

Advances 

Disbursements 

$6,372 

$  197,873 

n/a 

S  193,155 

127 

99 

n'a 

185 

1,450 

1,924 

n/a 

477 

12,637 

38,941 

n/a 

199 

22 

50 

n/a 

40 

449 

2,337 

nr‘a 

3,722 

113 

95S 

n.^a 

1,488 

16 

93 

XL^a 

99 

ISO 

106 

n.^a 

58 

1,694 

145 

n/a 

141 

328,097 

n/a 

328,097 

53,682 

661,832 

n/a 

34,574 

^  76.942  S  T232.455  S-Or  $562^35 


Nnt«M.  Condneendes  (Notapplic^le.) 

Note  31.  OtliwPfadosMres 

Problem  Disburaements; 

DBOF  (T.L  97)  Appropriations  1225 

Unmatched  Disbursements  S  1  »9 12,037 

Negative  Unliquidated  Obligations  123,969 

1996 

$  815,076 
52,226 

Change 

$  1,096,961 
71,743 

Percentage 

^Change 

57.37% 

57.87% 

The  data  shown  on  this  chart  is  a  consolidation  of  data  as  r^rted  by  the  individual  services  and 
agencies.  Some  entities  reported  no  data  for  FY 1 995  or  data  in  only  one  category.  As  a  result, 
the  figures  reported  for  FY  1995  are  probably  low.  The  actual  decrease  fiom  FY  1995  to  FY 
1996  is  probably'  greater  than  depicted. 
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Net  Position: 

Tlie  reported  Navy  DBOF  Supply  Kfanagement  Net  Position  is  calculated  using  a 
USD{CyDI^  AS-HQ  model.  Several  invested  capital  accounts  tiiat  were  once  considered 
Tiansfers-in  and  Transfcrs-out  were  crossed  to  allowance  accounts  in  the  model  and  used  in  tbc 
Latest  Acquisition  Cost  calculation.  Cumulative  Results  of  Operations,  line  7C,  is  also 
calculated  by  the  model.  The  total  includes  an  adjuslmeni  of  S444  million  that  is  fonnula  driven 
keeping  a  journal  voucher  entry'  in  balance.  In  addition,  because  of  methodology  changes 
imposed  by  the  modd  line  7C  (FY  1996)  docs  not  equal  Line  7C  of  prior  year  on  the  Statement 
of  Financial  Position  plus  current  yearnct  operating  results.  Line  16,  plus  cuncni  vear 
adjustments.  Line  20  of  die  Statemwit  of  Operations  and  changes  in  Net  Position.  Net  PosiiioiL 
Beginning  Balance,  as  prev'iously  stated,  Line  19  does  not  equal  the  ending  position  of  FY  1995. 
This  is  a  result  of  changes  in  methodology  as  contained  in  the  model. 


ResUtement  of  Prior  Year  Principal  Statements: 

The  fiscal  year  \  995  DBDF  Principal  Statements  have  been  restated  in  the  following  areas: 


Statement  of  Financial  Position 

FY  1995 

FY  1995  Restated  Diffcrgncc 

Line  LA,  Inventory  $5  5  >260.1 95  S59,887,675  $4,627,480 

Line  1  ,g,,  Stockpile  $  4,780,355  $  1 52.855  ($4,627,480) 

Materials 

The  revised  OSD  Form  and  Content  guidance  required  War  Reserves  material  to  be  reclassified 
as  inventory.  The  reclassification  was  done  for  all  Supply  Management  business  areas  with  die 
exception  of  the  Navy, 


Statement  of  Cash  Flows 


FY1995 

FY199S 

Restated 

DifFerence 

Line  20,  Appit^riations 

$  177,732 

51,117,870 

$  940,138 

Line  22.b.,  TransfttS 

$4,826,102 

$3,885,964 

($  940.138; 

of  Cash  firom  Others 
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_ _ _Footnote8 

A  Department  of  Defense.  Inspector  General  (DoDIG)  audit  report  titled,  “Appropriated  Capital 
Used  in  the  FY  1995  DBOF  Financial  Statements.”  noted  thdt  the  FY  1995  DeCA  financial 
statements  reqniied  corrections.  Specifically,  $940  nulUon  was  npoited  as  a  non-ejqjeaiditure 
transfer  insW'*  of  as  a  financing  source.  An  adjustment  was  made  to  the  FY  1 995  financial 
stHtemoMs,  which  restated  this  amount  as  Appropriations. 

In  ytHttinn  to  these  reclassifications,  thfiic  were  some  other  reclassifications  made  at  the  DoD 
Component  or  business  area  level  whidi  are  not  reflected  on  die  Principal  Statements.  These 
reclassifications  in  most  cases  are  identified  in  the  individual  hi^ess  area  financial  statements 
and  the  difFeiences  are  identified  in  the  DoD  Con^xment  or  business  area  notes  to  Ihe  financial 
stattmems. 


73 


74 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


75 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


Audit  Opinion 


DEFENSE 

BUSINESS  OPERATIONS 
FUND 


AUDIT  OPINION 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


Appendix  C.  Financial  Statements  and  Auditor  Opinion 


Audit  Opinion 


)«PECTOR  GENERAL 
DEPARTMB^  OF  omsSS 
4QO  ARMY  NAVY  tmVE 
ARLMOrOr^.  VV4GNA  22309 

5,  1S97 


MEMORANDUM  FOR  UNDER  SECRETARY  OF  DEFENSE  (COMPTROLLER) 
AND  CHJEFnNANCIAL  OFFICER 
DKECTOR,  DEFENSE  HNANCE  AND  ACCOUNTING 
SERVICE 

SUBJECT:  Disdaintff  of  Opiffloa  on  6e  Defouc  Business  Opemions  Fvfld  Fiiandal 
Stateflietns  for  FY 1996  (Fiojcct  No.  5FH-2015) 


Die  Chief  Finuda!  Officers  (CFO)  Act  of  1990,  u  amencied  by  the  Federal 
Finmnal  H^agement  Aa  of  tcquiies  financial  acaoanenx  audits  by  the 
Inspectors  Cenecd  and  pfgcribes  the  icsponsildUtiea  of  roanageinent  and  ihe  auditors 
vn&  respect  io  the  finandai  staicmeiits,  intEmai  cantmls,  and  cantpiiance  with  laws  and 
lecuiasiofis.  Fund  manatees  are  responsible  for  establishing  and  maintaiJiii^  an 
internal  coniml  strudure  and  £iar  ocunpiyi^  with  laws  and  regulations  applicable  to  the 
Deiiense  Business  Clp^ons  Fuad  (DBOFj.  Oiiriespoosibzlity  is  to  csqsress  an 
opinion  on  the  fisariciai  statements  baaed  on  our  audit,  to  detcmuig  whether  internal 
controls  ate  ad«|imtc,  and  lo  determine  whether  tiie  DBOF  oonqplics  with  applicable 
laws  and  reguladoas. 

Dlsclabner  of  Opfaifoa.  We  were  unable  to  render  an  opinion  on  die  DBOF 
Consolidaicd  Financia]  Statements  for  FY  1996.  Significant  dencieticies  in  the 
accounting  systexns  and  the  Hek  of  a  sound  interna]  control  structure  preventesd  the 
preparangn  of  accurate  financial  staloncnts.  Without  a  sound  internal  control 
strucuire,  the  fitnndai  information  provided  to  management  for  the  financial  statements 
and  for  direedeg  DBOF  qperations  cannot  be  relied  on  for  maldng  decisions  or 
assessing  perfirnnanoe.  However,  we  were  able  to  evaloate  soone  imemal  controls  and 
aspects  of  compliance  with  laws  and  ngulanons.  The  f^Iowing  parag^hs  surmnanae 
the  major  intenml  conirol  and  compliance  wealoiesses  fadng  the  DEOF. 

Interoa]  Cootrois.  Intenial  concoU  ibr  the  DBOF  are  not  adequate. 
Spedfic^y,  internal  omtrols  associated  with  seeountlflg  systems  do  not  provide 

zcascmahle  assuxaxkx  that  finandai  infbiinaiion  is  reliable.  The  systems  do  not  allow 
for  consistency  in  financial  Tcportxng  or  comparability  of  Monnation  on  DBOF 
openzioos.  Additionally,  the  U.5.  Government  Standard  General  Ledger  (USGSGL) 
amunts  have  not  been  fiiBy  imptementod.  When  piepaiing  titc  fiAancail  ^teffients, 
DBOF  activities  continue  id  use  uaiqae  dim  of  acoonnis  for  opeiatiana]  purposes  aild 
then  cTOSSwaUc  the  accounts  fiiom  each  activity'!  genmal  ledger  bo  the  USuSGL, 
sigiu&^tiy  iACieasing  the  potential  for  enor. 

We  also  noted  significant  control  wealmesses  in  tbeprepar^n  of  adjusting 
entries  at  the  DFAS  Denver  Center.  A  local  of  12S  ai^nsting  entries  aniauiiting  to  over 
tXTf  biHion  were  made  to  the  Air  Fonx  portion  of  the  DBOF  financial  statements  as  of 
Apnl  23, 1997.  No  support  was  provided  for  115  of  those  adjustments,  valued  at 
tneji  bm<M. 

We  observed  some  improvements  in  finandal  tepoitini  as  a  result  of  coiroctive 
actions  taken  by  nanagenwntat  lowor-ievel  DBOF  activities.  However,  these  changes 
have  not  dgninouitlY  iiqiroved  the  DBOF  internal  oontrol  stniciure  or  the  ovenB 
rqmrting  of  finandal  inforaatioa  at  theconiwlidatBd  statement  level.  AdditionaDy, 
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Audit  Opinion 


DoB  his  devehmd  an  interim  miemtztfy  system  to  acodesate  the  coosolidaiian 

of  DBOF  accountiDs  ^oeois.  When  the  migtuory  systems  become  function^, 
axoimobilin  and  cioiabilities  shenud  improve.  However,  the  vuerim 

migsatoiy  systems  strategy  has  not  been  finalized,  and  the  total  costs  aend  dtne  ixitRes 
fbrimpileiiientafiDn  are  onkMwn. 


CempliaiiecWItii  taws  and  li^mlatioits.  Instances  of  nonoinipliai^ 
icsuktions  oontisiie  to  exist  widun  the  DBOF>  Aocoonting  systems  do  not  completely 
orvsiziahdydiscdoietiiefbiandalposidOA  of  dm  DBOF  activities  as  leqoired  by  tide 
31,  Vested  Stales  Code.  Moacof  the  numcroas  DBOF  financial  systems  do  not  meet 
the  requiietnents  of  Office  of  Management  and  Budget  (OMB)  Circular  No.  A>127, 
"Bnandal  Manageneem  Systems,"  Jufy  23,  1993.  OMB Circular  Ko.  A>127  states  that 
accouAfing  systems  must  be  and  must  meet  other  ZMuiiecnents  for 

audit  tnils,  and  geoenl  ledger  oootioU  DBOF  activiaes  do  not  always 
comply  wifi  DoD  7<X10.14-R,  the  DoD  Rnancial  Management  Regulation/  in  areas 
such  as  dm  Studard  General  Ledger;  Property,  Flint,  tnd  Equipment;  Expenses:  and 
Revenue  Recognition. 

In  iddidoo,  minagemenc:  is  not  in  oompiliaAoe  with  the  Federal  Hnanmal 
Manigenient  Aa  of  1994,  which  lequiies  agencies  to  submit  thdr  audited  financial 
SBiements  to  OMB  bv  Maidi  1,  1997.  We  were  unable  to  provide  an  audit  o^on  on 
thefiittoctal  ^  Muth  1, 1997,  because  wt  did  not  reedye  the  fiiandal 

saiements  ia  suffident  dme  to  cam^dece  our  audit  work  by  the  deadline. 


Other  Matters  of  InteresL  In  December  1996,  the  Under  Seerttaty  of 
Defense  {Coo^nrolla)  axmoimced  that  the  DBOF  would  be  separated  inio  seveeii 
Working  C^ihal  Funds.  Tliis  realignincDt  does  not  affect  the  mattera  discussed  in  this 
pjdnion  memonnduziL 

AddBional  Reports,  Ibis  memoramltunbriefiy  summarizes  the 
A^rimtnnms.  afifecdog  thc  DBOF.  Wo  plait  to  issue  r^its  with  further  dews  on 
bitecnal  and  compliBRce  wib  raws  and  regulatioiis.  We  will  also  isme  a  ngvoit 
the  major  accounting  and  iiusnal  oontrol  deficiencies  that  affect  the  DBOF. 


Roben  J.  Lieteman 
Asastiot  Inspoctor  General 
for  Auditing 
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Subtitle  II,  The  Budget  Process,  Title  31,  United  States  Code,  including  the 
Antideficiency  Act  provisions  of  Title  31,  United  States  Code;  Section  1341  (31 
U.S.C.  1341),  "Limitations  on  Expending  and  Obligating  Amounts";  and  31  U.S.C 
1517,  "Prohibited  Obligations  and  Expenditures" 

Subtitle  III,  Financial  Management,  Title  31,  United  States  Code,  including  the 
requirements  for  accounting  and  accounting  systems  and  information  in  31  U.S.C. 
3511,  3512,  3513,  and  3514  and  the  financial  statement  requirements  in  31  U.S.C. 
3515 

Public  Law  101-576,  "Chief  Financial  Officers  Act  of  1990,"  November  15,  1990 

Public  Law  100-496,  "Prompt  Payment  Act  of  1988,"  October  17,  1988 

Public  Law  97-365,  "Debt  Collection  Act,"  October  25,  1982 

Historical  and  Statutory  Notes  to  10  U.S.C.  2208,  Working-Capital  Funds 

DoD  Regulation  7000. 14-R,  "DoD  Financial  Management  Regulation,"  Volume  1, 
"General  Financial  Management  Information,  Systems,  and  Requirements," 
May  1993 

DoD  Regulation  7000. 14-R,  "DoD  Financial  Management  Regulation,"  Volume  4, 
"Accounting  Policy  and  Procedures,"  January  1995 

DoD  Regulation  7000. 14-R,  "DoD  Financial  Management  Regulation,"  Volume  5, 
"Disbursing  Policy  and  Procedures, "  December  1993 

DoD  Reflation  7000. 14-R,  "DoD  Financial  Management  Regulation,"  Voliune  8, 
"Civilian  Pay  Policies  and  Procedures,"  March  1993 

DoD  Regulation  7000, 14-R,  "DoD  Financial  Management  Regulation,"  Volume  IIB, 
"Reimbursable  Operations  Policy  and  Procedures— Defense  Business  Operations 
Fund, "  December  1994 

DoD  Regulation  7000. 14-R,  "DoD  Financial  Management  Regulation,"  Volume  14, 
"Administrative  Control  of  Funds  and  Anti-Deficiency  Violations, "  August  1995 

DoD  Regulation  7000. 14-R,. "DoD  Financial  Management  Regulation,"  Volume  15, 
"Security  Assistance  Policy  and  Procedures,"  March  1993 

DoD  Manual  7220.9-M,  "DoD  Accounting  Manual,"  as  revised  June  17,  1991 

DoD  Directive  7200.1,  "Administrative  Control  of  Appropriations,"  as  revised  July  27, 
1987 
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DoD  Directive  5010.381,^  "Internal  Management  Control  Program,"  April  14,  1987 

"DoD  Guidance  on  Form  and  Content  of  Financial  Statements  for  FY  1994/1995 
Financial  Activity, "  October  20,  1994 

Joint  Financial  Management  Improvement  Program  Core  Financial  System 
Requirements  FFMSR-1,^  as  revised  April  1994 

Treasury  Financial  Manual,  June  12,  1990 

GAO  "Policy  and  Procedures  Manual  for  Guidance  of  Federal  Agencies,"  Title  2, 
"Accounting,"  May  18,  1988 

0MB  Bulletin  No.  97-01,  "Form  and  Content  of  Agency  Financial  Statements," 
October  16,  1996 

0MB  Bulletin  No.  94-01,  "Form  and  Content  of  Agency  Financial  Statements," 
November  16,  1993 

0MB  Bulletin  No.  93-06,  "Audit  Requirements  for  Federal  Financial  Statements," 
January  8,  1993 

0MB  Bulletin  No.  93-02,  "Form  and  Content  of  Agency  Financial  Statements," 
October  22,  1992 

0MB  Circular  No.  A-127,  "Financial  Management  Systems,"  as  revised  July  23,  1993 

0MB  Circular  No.  A-123,  "Internal  Control  Systems,"  August  4,  1986 

0MB  Statement  of  Federal  Financial  Accounting  Standards  Number  1,  "Accounting  for 
Selected  Assets  and  Liabilities,"  March  30,  1993 

0MB  Statement  of  Federal  Financial  Accounting  Standards  Number  2,  "Accounting  for 
Direct  Loans  and  Loan  Guarantees,"  August  23,  1993 

0MB  Statement  of  Federal  Financial  Accounting  Standards  Number  3,  "Accounting  for 
Inventory  and  Related  Property,"  October  27,  1993 

0MB  Statement  of  Federal  Financial  Accounting  Standards  Number  4,  "Managerial 
Cost  Accounting  Concepts  and  Standards,"  July  31,  1995 

0MB  Statement  of  Federal  Financial  Accounting  Standards  Number  5,  "Accoimting  for 
Liabilities  of  the  Federal  Government,"  September  1995 


iDoD  Directive  5010.38  has  been  revised  as  "Management  Control 
Program,"  August  26,  1996.  The  audit  was  performed  under  the  April  1987 
version  of  the  directive. 

^Federal  Financial  Management  System  Requirements. 
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0MB  Statement  of  Federal  Financial  Accounting  Concepts  Number  1,  "Objectives  of 
Federal  Financial  Reporting,"  September  2,  1993 

0MB  Statement  of  Federal  Financial  Accounting  Concepts  Number  2,  "Entity  and 
Display,"  June  6,  1995 
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Appendix  E.  Financial  Statement  Reporting 
Structure  for  the  Defense  Business  Operations 
Fund 
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Appendix  F.  Management  Representation  Letter 


UNDER  SECRETARY  OF  DEFENSE 
t  1 0O  DEFENSE  PENTAGON 
WASHtNGTON .  DC  2030 1-1100 

APR  _3  1997 


MEMORANDUM  FOR  ASSISTANT  INSPECTOR  (HNERAL  FOR  AUDHINO.  DOD 

SUBJECT:  Management  Representation  Letter  for  the  Deffense  Business  Opetaiions  Fund 
Financial  Statements  for  FY 1996 


Re£sreiice  is  made  to  the  FY  1996  Prindpal  Hnanclal  Statements  fbr  the  Defense  Business 
Operations  Fund  (Project  No,  5HH-201 5>.  For  the  purpose  of  expressing  an  opinion  mi  whether 
those  statements  are  presented  fairly  and  in  accordance  with  generally  accepted  accounting 
principles  and  OfQcc  of  Management  and  Budget  (OMB)  Bulletin  94-OL  *Toim  and  Contem  of 
Agency  Financial  Statements***  November  16*  1993*  I  confirm*  to  the  best  of  my  knowledge  and 
belief,  the  following  representations: 

•  lam  responsible  for  the  fiilr  presentation  of  the  Defense  Business  Opexations  Fund 
financial  statements  in  accordance  with  OMB  Bulletin  94-01. 

•  To  the  best  of  my  knowledge,  all  financial  records  and  rrfated  data  have  been  made 
available  to  you. 

•  1  understand  that  we  have  prepared  the  canying  value  orclassificaticn  of  assets  and 
liabilities  in  a  manner  that  conforms  to  our  published  policies  and  I  have  no  plans  or  incendons  to 
<±ange  it. 

«  1  know  of  no  inegulaiities  involving  management  pemomiel  or  employees  who  have 
significant  roles  in  the  intcmal  control  structme  that  are  net  a  manor  of  public  record. 

•  I  know  of  no  other  employees  being  involved  in  Inegularities  that  could  materially 
affect  the  financial  statements  that  aie  not  a  matter  of  public  recotd. 

«  I  know  of  no  communications  from  regulatory  agencies  or  auditois  c(»iceming 
ttoncompllance  with,  or  deficiencies  in,  financial  reporting  practices  that  could  have  a  material 
effect  on  the  financial  statements  that  aro  not  a  matter  of  public  record. 

•  We  do  not  consider  related  third-par^  uansaaions  and  related  amourus  receivable  or 
pe^nable  of  interested  paitzcipams*  Including  assessments,  loans*  and  guarantees  as  ^pllcable  and 
make  no  assurance  in  that  regard. 
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•  I  know  of  no  violations  or  possible  violations  of  laws  or  regulations  whose  effects 
should  be  considered  for  disclosure  in  the  fmancial  staiemencs.  or*  as  a  basis  for  reconilng  a  loss 
comingency ,  that  aie  not  a  matter  public  lecoid. 

•  I  know  of  no  material  liabilities  or  gain  or  loss  condngencles  that  are  required  to  be 
accrued  or  disclosed  by  Financial  Accounting  Standards  Board  S  tatement  No.  5»  ^Aca>tiiitmg  fbr 
Contingencies  ”  March  1975. 

•  I  know  of  no  unasserted  claims  or  assessments  that  our  legal  representatives  have 
advised  us  are  probable  of  assertion  and  must  be  disclosed  in  accordance  with  Financial 
Accounting  Standards  Board  Statement  No.  5,  beyond  those  that  may  be  lepoited  in  the  legal 
representation  letter  for  the  Defense  Business  Opetations  Fund  that  will  be  furnished  shortly  to 
you  by  the  General  Counsel  of  the  Depattmenc  of  Defense. 

•  I  have  no  knowledge  of  material  transactions  that  have  not  been  properly  recorded  in 
the  accounting  records  underlying  the  financial  statements  that  are  not  a  matter  of  public  rccoid. 

•  The  offices  responsible  for  the  stewardship  of  equipment  and  stodcage  mventozies 
have  made  plans  to  reduce  excess  or  obsolete  inventories.  The  department  has  attempted  to 
estimate  this  inventory  value  consistent  with  established  guidelines  for  net  realizable  value. 

•  To  my  knowledge  and  based  on  the  management  repiesmitation  letters  of  subordinate 
offices^  die  Federal  Govemmem  has  satisfactory  title  to  all  reported  assets,  and  tiiere  are  no  liens 
or  encumbrances  on  such  assets,  nor  has  any  asset  been  pledged  as  coUateraL 

•  I  know  of  no  plans  to  avoid  compliance  with  any  aspect  of  contractual  agreements  that 
would  have  a  material  effect  on  the  financial  statements  in  tec  event  of  nonoompliancc. 

•  Iknow  of  no  events  tiiat  have  occurred  after  the  balance  sheet  date  tear  would  require 
adjustment  to  or  disclosure  in  the  financial  statements  that  have  not  been  previously  identified  on 
the  statements. 

Attadied  are  identified  proceduial  and  systemic  deficiencies  that  may  prevent  an  auditor 
from  expressing  an  unqualified  opinion  on  the  financial  statements. 

My  staff  contact  for  this  matter  is  Mr.  Oscar  G.  CovelL  He  may  be  reached  at  C'^roail: 
covcllo@ousdc.osd.mil  or  (703)  697-6149. 
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DEFENSE  BUSINESS  OPERATIONS  FUND  (pBOF) 

EDENTIFIED  PROCEDURAL  AND  SYSTEMIC  DEFICIENCIES 

Part  1«  Departures  from  Published  Accountuig  Policies  and  Procedures 

Systemic  and  procedural  deficiencies  continued  to  exist  in  the  Dcpaitment*s  accoundng 
and  financial  management  systems  during  FY 1996.  The  following  list  summarizes  known  dei^- 
ciencies  within  the  accounting  and  financial  management  systems  used  to  account  for  and  report 
on  financial  activity  for  the  Defense  Business  Operations  FundpBOF). 

A.  Ggnaral  Ledger  Control/Lack  of  Uniform  Accounting  Systems.  The  accounting  systems  in 
use  by  the  Depamnent  do  not  provide  ccmsisteocy  in  financial  reporting  or  comparability  of 
infoimation  on  operations  for  the  DBOF.  Integrated  agency  accounting  and  financial  manage¬ 
ment  systems  are  expected  to  provide  for  complete*  reliable*  consistent,  and  timely  infoimation 
that  is  prepared  on  a  uniformed  basis  and  responsive  to  the  finandal  information  needs  of  agency 
management  However,  the  Department  must  rely  on  existing  accounting  systems-systems  that 
often  are  not  integrated  and  provide  DoD  Component-unique  infoimatioa  Many  of  the  DBOF 
activities  are  supported  by  unique  computer  programs  used  to  summarize  infennation  for 
repofthig  to  the  DBOF.  The  summarized  infonnation  must  be  collected  from  several  DoD 
Component-unique  sources,  whidi  results  in  a  fiirthcrlack  of  comparability  for  data  received  for 
the  DBOF. 

In  general,  DBOF  activilies  do  not  have  an  effective  reporting  system  that  systematically 
summarizes  financial  infonnation  and,  in  some  cases,  documented  procedures  do  not  exist  to 
detemiine  which  general  ledger  accounts  were  used  to  develop  the  various  account  classifications 
on  the  financial  statements.  Additionally,  the  U.S.  Government  Standard  General  Ledger 
(USGSGL)  accounts  have  not  been  fully  incorporated  into  the  Defense  Finance  and  Accounting 
Service  (OTAS)  accounting  systems  that  support  DBOF.  Consequently,  for  the  FY  1996  financial 
statements,  preparers  bad  to  crosswalk  general  ledger  accounts  to  the  DoD  uniform  chan  of 
accounts,  then  crosswalk  the  DoD  accounts  to  the  account  classifications  on  the  financiai  state¬ 
ments,  In  addidofif  integrated  general  ledger  systems  weit  not  always  available  for  use  in 
producing  the  FY  1996  financial  statonents.  Instead,  reports  fiom  departmental  budget  and 
reporting  systems  sometimes  were  relied  on  to  prepare  financial  reports.  Similarly,  some  DBOF 
business  areas  were  not  supported  by  a  fully  integrated  double-entry  accounting  system.  In  those 
instances,  infrrmatioa  was  gathered  from  automated  and  manual  systems  to  create  a  consolidated 
general  ledger.  Procedures  used  to  create  the  general  ledgers  were  not  always  fully  documented, 
and  procedures  were  not  always  in  place  to  assure  that  an  transactions  were  recorded.  Auto¬ 
mat^  accounting  systems  were  not  always  in  place  to  collect  and  report  expenses  as  tequlied, 
and  the  accounting  systems  did  not  always  generate  sufficient  and  suitable  accounting  data  to 
pennit  the  review  and  certification  of  fiscal  year  financial  statements. 

B,  fategrated  General  Ledger.  Not  all  of  the  Department’s  accounting  systems  use  an  integrated 
general  ledger  double-entiy  type  system,  from  which  financial  mtcmtnts  can  be  produced.  Not 
all  accounting  activities  or  repotting  entities  have  controls  in  j^ce  to  ensure  that  ah  valid 
transactions  are  propoiy  recorded,  processed,  and  summarized  in  order  to  always  provide  totally 
accurate  financial  information  to  frmd  manageis.  Ratiierthan  using  the  general  ledger  to  account 
for  major  assets,  most  i^xntmg  entitles  frequently  rely  on  information  deiived  from  operational 
and  logistics  systems.  In  addition,  there  is  a  lack  of  assurance  that  source  data  always  is  accurate 

1 
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DEFENSE  BUSINESS  OPERATIONS  FUND  (DBOF) 

IDENTIFIHD  PROCEDURAL  AND  SYSTEMIC  DEHCffiNOES 

because  some  discrepancies  in  the  operational  and  logistics  ^sterns  aic  not  investigated  in  a 
timely  manner.  The  absence  of  systems  with  fully  integrated  general  ledger  accounts,  to  capture 
all  required  financial  information  relative  to  DoD  assets,  limits  die  Department's  capability  to 
ascertain  whether  all  assets  are  included  in  financial  statement  amounts.  Consequently,  there  is  no 
standard  financial  control  over  Che  amounts  reported 

C.  Aitandflwl  Ceneral  Ledger.  The  USGSGL  has  not  been  fuDy  implemented  for  the  DBOF 
business  areas.  During  FY 1996,  at  least  seven  different  general  ledger  structures  were  in  use  by 
DBOF  activities.  The  USGSGL  is  intended  to  standardize  federal  accounting  and  meet  the  basic 
federal  financial  statement  and  budget  execution  reporting  requirements.  The  DoD  Components 
are  using  Component-unique  chans  of  accounts  and  arc  crosswalldng  the  financial  data  from  the 
activities*  general  ledger  accounts  to  the  USGSGL  for  preparation  of  management  reports  and 
financial  statements.  The  lack  of  a  uniform  general  ledger  within  the  DBOF  increases  the 
potential  for  accounting  errors  and  increases  the  level  of  effort  required  to  prepare  and  audit 
finAnrifli  statements  or  managem^t  reports  for  the  use  of  other  government  offices,  such  as  the  ^ 
Treasury  Department  and  the  Office  of  Management  and  Budget  (OMB).  Since  the  crosswalks  in 
use  do  not  always  have  a  one-for-one  relationship  to  accounts  in  the  USGSGL,  transactions  may 
not  always  be  recorded  and  accounted  for  in  a  manner  permitting  the  preparation  of  financial 
stateinmts  in  strict  accordance  with  0MB  guidance. 

In  addition,  fiie  absence  of  standard  general  ledger  accounting  systems  makes  it  difficult  to 
ascertain  whether  like  items  arc  reported  in  similar  general  ledger  balances,  The  D^«rtment  has 
developed  an  Intarim  mignition  strategy  to  consolidate  DoD  accounting  systems.  Once  the 
interim  migratory  systttas  become  fimctional,  the  Department  »pects  to  improve  its  accounting 
and  reporting  capabilities,  and  save  resources,  by  using  fewer  systems  and  consolidating 
accounting  functions.  Interim  migratoxy  systems  fcM:  the  DBOF  have  been  designated  in  the  DoD 
Chief  Financial  Officer's  Financial  Management  Status  Report  ai^  5-Year  Plan  for  1996-2000, 
These  systems  will  be  used  in  the  future  as  the  transition  is  made  from  many  accounting  systems 
to  fewer,  and  more  standard  accounting  systems  that  are  nansaction  driven,  integrated,  and  use 
the  USGSGL, 

D,  irpteytat^  Systems.  The  issue  Of  integrating  accounting  Systems  wiUi  personnel,  logistics, 
acquisition,  and  other  systems  has  been  a  long-standing  problem  for  the  Depaitment,  The  DFAS 
is  ev^uating  ttic  interface  of  sy  stems  and  the  sharing  of  data  bases  both  within  accounting  and 
f^naTirat  functional  areas  and  with  otiier  functional  areas  such  as  personn^,  logistics,  and 
acquisition. 

E.  fpfldffqrmrft  svRTftnr«,  fij  the  preparation  of  the  DBOF  financial  statements  for  FY  1996,  some 
functional  systems  that  feed  data  to  the  accounting  systems  were  not  reviewed  adequately  for 
conformance  witii  applicable  accounting  requirements.  Internal  controls  may  have  been 
inadequate  in  these  feeder  ^tems  to  ensure  tiiat  items  were  inventoried  or  accounted  for 
properly. 

F,  Inadequate  Codings  Structum-  The  coding  structure  within  the  accounting  and  financial 
management  systems  employed  by  DBOF  activities  has  not  been  developed  to  adequately  capture 
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and  repaxt  all  of  the  data  necessary  for  ptepa±]g  BBOP  fmancial  statements.  For  example,  a 
coding  scnictnre  does  not  exist  to  capture  andieport  on  interfiuid  transactions  within  the  DoD 
Components  and  primaiy  and  secondaiy  aieas  within  the  DBOF. 

Part  2>  Internal  Controls 

A.  Fund  Balances  With  Treasury  Not  Reconefled.  Unreconciled  differences  in  disbuisemcm  and 
collection  uansactions  resulted  in  accounting  thscrepancles  between  DBOF  business  area  control 
accounts  and  installation  level  subsidiaxy  accounting  records. 

B.  Intetnal  Controls.  The  internal  controls  governing  the  processes  for  pieparing  financial 
statements  still  are  not  adequate  for  significant  portions  of  the  adjustment  and  financial  statsnent 
preparation  processes. 

C.  Unmatched  Disbursements.  The  auditors  have  reported  thau  contrary  to  policy,  procedures 
do  not  eosure,  necessarily,  that  disbursements  always  are  posted  to  the  collect  obligation,  or  that 
possible  duplicate  payments  are  prevented. 

D.  Negative  Unliquidated  Obligations.  Auditors  have  concluded  that  accounting  offices,  and  the 
installations  that  they  support,  do  not  always  effectively  monitor  or  accurately  report  negative 
unliquidated  obligadon  balances. 

£.  In-Tiansit  Dishiirsements.  The  auditors  have  reported  that,  contrary  to  policy ,  prooedures  do 
not  ensure,  necessarily,  that  chsbursements  always  are  posted  to  the  correct  obligadon  cm  a  timely 
basis. 

F.  Reporting  of  Flam.  Propeitv  and  Eouiomem.  Although  the  auditors  have  noted  some  progress 
over  prior  years,  overall  procedures  and  controls  may  not  be  adequate  to  ensure  that  ah  plant, 
property  and  equipment  are  accurately  reported  in  the  Statement  of  Financial  Position. 

G.  AdTustments  to  General  Ledger  Accounts.  Adjusting  ei^es  soinedmes  may  be  made  wi^ 
required  supporting  documents.  As  a  result,  accounting  adjustments  or  related  account  balances 
leporred  in  the  financial  statements  may  not  be  substmidated.  Some  program,  managers  may  make 
incorrect  or  unsupported  entries  to  year-end  accounts  on  the  financial  statements  because 
effective  procedures  for  making  adjusting  entries  have  not  yet  been  implemented  or  diere  are 
problems  adhering  to  procedures  that  are  In  place. 

H.  Reconciliation  of  Property  Records.  Ad^tional  improvements  were  needed  in  accounting  for 
equipment,  and  reconciliiig  equipment  values  w^  subsidiary  records. 

L  Reconcniatifwt  pf  SiiKtuHiary  Records,  Some  required  montMyRx:oiicilJadon$  of  disburrement 
and  collection  transactions  in  the  disbursing  systean  were  not  peffonned  or  only  partially 
performed. 
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J.  Aceotmting  for  Reeeiv^l^les  and  Payables.  Acccxints  Kficeivable  and  Accounts  Payable  aie  not 
alw^s  recoided  in  the  proper  accounting  period  or  reconciled  to  general  ledger  account  balances. 
Weak  internal  conools  my  cause  tehnbursements  to  be  coUectsd  but  not  posted  or  recorded; 
also,  some  hmding  documents  were  not  received,  which  prevented  die  activides  ftom  billing 
customers, 

K.  nassiffcatfon  of  Assets.  Some  equipment^  inventories  held  for  sale  and  inventories  not  hdd 
for  sale  may  have  been  classified  Incorrectiy, 

L.  Analytical  Review  of  Accouni  Balances.  The  reasonableness  of  amounte  report^ 
acoounting  records  and  finandai  statements  was  not  always  adequately  reviewed, 

M.  Tntrafiind FK m rnatinnj;  Auditor?  have  found diat  the  consolidated  financial  statements  for  the 
DBOF  do  not  always  inckide  the  required  IhffldundHlixnjnations  note  to  die  financial  statements. 
Those  statements  should  include  bfillons  of  dollars  of  transactions  itladng  cp  coHecdons  and 
disbursements  in  the  Ihtzafiind  Hliminations  note. 

N.  Supporting  ppcumentadon.  Adequate  documentation  to  support  the  validity  and  accaia<^  of 
fund  control  transactions  was  not  always  obtained  or  maintained. 

O.  TJahiTItv  Account  PaTatirw;.  Due  to  the  inability  to  recoup  credits  given  to  retail  customers 
who  fail  to  return  assets;  as  weU  as  due  to  other  system-wide  processing  protAems,  Ihibility 
accouni  balances  In  die  DBOF  consolidated  financial  statements  may  not  be  totally  accurate, 

P.  Ih-Transit  Accounts.  The  Department  has,  in  the  past,  reported  negative  balances  in  an  In- 

tiansit  account.  The  auditors  have  concluded  that  the  existence  of  a  negative  balai^  In  an 
inventory  is  inaccurate,  and  that  ^e  may  not  be  able  to  lety  on  the  systons  that  produced 

such  figures. 

Q.  nf  TnventQTv.  The  aa<htors  have  reported  tiiat  inventory  was  inconecily  valued. 
They  also  have  stated  that  some  maintenance  activities  valued  all  inventory  at  standard  price, 
zegmdless  of  conditioii,  whirii  results  in  ovezvaltxed  excess  and  unserviceable  iaventoiy. 

R.  Excess  Material  Valued  focorrectlv.  Excess  material  maybe  valued  at  l^est  acquisition  cost 
vice  the  prescribed  percent  of  latest  acquisition  cost 

s.  Recotdmg  and  Reporting  of  Equipment  and  Depredatioa-  The  DBOF  Cbn^onentfinaxicial 
statements  may  not  always  (Usdiose  sponsor-faiided  property  and  equipment 

T.  Accnial  Aecotinting  Procedmes.  General  ledger  and  subsidiary  accounts  may  not  always  be 
established  as  required  and,  in  some  cases,  miseellaneoiis  revenues  either  may  not  have  been 
ncofdedvdieneaixied  or  not  recorded  at  all  Reporting  entities  do  not  alw^  promptly  process 
all  receipt  mfonnation.  Gmsequentiy,  expenses  firequeotiy  ate  rsotiecocdfid  prior  to 
disbursements. 
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U.  Audit  Trails.  Some  lepoiting  entities  inay  not  have  cstabllished  adequate  audit  trails  to  enable 
managers  or  auditors  to  verify  disbursemoits.  In  some  cases,  (^e  to  inadequate  system 
capabilities,  payments  posted  to  records  may  not  be  traceable  to  the  records  of  the  DoD 
Components  that  recorded  the  payments. 

Part  3,  Compliance 

A,  Interfacing  of  Accounting  Systems.  The  0MB  CinmlarA-nT^'lOnandal  Management 
Systems,”  requires  that  accounting  systems  interface  with  lo^tical  systems  and  me^  other 
requirements  such  as  system  documentation,  audit  trails,  and  general  ledger  controL  The  majority 
of  the  Department's  financial  management  systems  do  not  meet  the  requirements  of  ttre  0MB 
Circular  A-127.  The  auditors  have  in  the  past,  concluded  that  many  of  the  systems  perfbmi 
jiimiiAr  iimctions.  v^ch  results  in  inefElciendes  and  disparate  business  practices. 

B.  Standard  General  Ledger.  The  DoD  Financial  ManagemeTit  Regulation.  Volume  U  ''General 
Financial  Management  XnformatiQn,  Systems  and  Requirements/*  lequiits  that  activities  use  the 
U.S.  Government  standard  general  ledger  chart  of  accounts.  The  Under  Sccietaiy  of  Defense 
(Comptroller)  (USD(C))  acknowledges  that  the  standard  general  ledger  has  r»t  been  fully 
implemented  in  the  DBOF  business  areas.  Most  of  the  noncompliant  systems  have  a  conversion 
program  that  crosswalks  obsolete  general  ledger  accounts  or  data  bases  to  the  standard  general 
accounts. 

c.  PfnpBTtv.  Plant,  and  Equipment  The  DoD  Financial  Management  Regulation  teouiies  that 
activities  sepaiat^y  depredate  each  bailding.  However,  existing  accoonting  systtms  genendly 
preclude  determination  of  depredation  expense.  Fbr  example,  many  aedvities  do  not  have  an 
accounting  system  that  allows  them  to  compute  depreciation  on  separate  buddings. 

D.  IhventoTv  VaTuation.  The  DoD  policy  requites  that  inventory  be  revalued  to  its  latest 
acquisition  cost  at  year  end.  This  policy  also  requires  that  excesSt  obsolete,  andunsersdceahle 
material  be  valued  at  its  net  realizable  value.  Maintenance  aedvities  sometimes  value  inventory  at 
standard  price,  regardless  of  condition.  This  results  in  overvalued  excess  and  unserviceable 
inventory.  Some  DBOF  aedvities  do  not  r^it  excess  inv^ories  correctly  because  disposal  of 
excess  items  could  negatively  affect  operadng  results.  In  addition,  local  policies  do  not  ^ow 
material  to  be  excessed  unless  credit  was  received  ftom  the  supply  system. 

R  CashReconefliadon  (Fund Balances  WiriiTreasurvl.  Before FY 1995,  the USD(C)  was 
lespmislble  for  managing  the  Fund's  cash.  As  of  Febniaiy  1, 1995 ,  the  USD(C)  transferred 
responsibility  for  zcanagemm  of  the  Fund's  cash  to  the  cognizant  Dc^  Components.  Amounts 
reported  as  coRected  and  dishuised  on  some  DBOFftnandal  stanements  do  not  agree  with 
individual  activities*  records,  even  after  cash  recondliations  are  performed.  These  amounts 
represent  the  value  of  collections  and  disbursements  that  were  successfiilly  processed  through  the 
Components*  finance  networks.  Preparers  of  consolidated  finandal  statements  rely  on 
information  processed  through  the  Army,  Navy,  and  AirFbice  finance  networics,  while  activities 
used  additional  Information  and  omitted  some  Moimation  from  those  finance  networks. 
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